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COMMISSION STAFF WORKING DOCUMENT

CROATIA 2008 PROGRESS REPORT

1. NTRODUCTION
1.1. Preface

Since March 2002, the Commission has reported aglguio the Council and the Parliament
on progress made by the countries of the WestellkaBs region.

This report on progress made by Croatia in pregdion EU membership largely follows the
same structure as in previous years. The report:

briefly describes the relations between CroatiataedJnion;
— analyses the situation in Croatia in terms of tbitipal criteria for membership;
— analyses the situation in Croatia on the basie®@etonomic criteria for membership;

— reviews Croatia's capacity to assume the obligatisihmembership, that is, tleequis
expressed in the Treaties, the secondary legisladiad the policies of the Union.

The period covered by this report is from 1 Octob@07 to 3 October 2008. Progress is
measured on the basis of decisions taken, legislaiiiopted and measures implemented. As a
rule, legislation or measures which are under pegjmen or await parliamentary approval
have not been taken into account. This approadiwrengqual treatment across all reports and
permits an objective assessment.

The report is based on information gathered andysed by the Commission. In addition,
many sources have been used, including contribsitioom the government of Croatia, the
Member States, European Parliament repoatsd information from various international and
non-governmental organisations.

The Commission draws detailed conclusions regar@irggtia in its separate communication
on enlargemeftbased on the technical analysis contained inréfisrt.

1.2. Context

The European Council of June 2004 granted the sstatucandidate country to Croatia.

Accession negotiations with Croatia were openedatober 2005. The Stabilisation and
Association Agreement between Croatia and the E& signed in October 2001 and entered
into force in February 2005.

The rapporteur for Croatia is Mr Hannes Swoboda.
Enlargement Strategy and Main Challenges 2008-2009
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1.3. Relations between the EU and Croatia

Accession negotiationsvith Croatiahave continued. Negotiations have now been opened
21 out of 35 chapters¢ience and research, education and culture, ecanand monetary
policy, enterprise and industrial policy, custonisiellectual property rights, services,
company law, statistics, financial services, finahcontrol, information society and media,
consumer and health protection, external relatiofieancial and budgetary provisions,
TENSs, transport, energy, free movement of worksegjal policy and employment, free
movement of goods)nd provisionally closed on foyscience and research, education and
culture ,enterprise and industrial policy, extermalationg.

Of the remaining chapters, discussion continue€anncil on seven draft EU negotiating
positions fustice freedom, security, taxation, free movernoégtpital, CFSP/ESDP, regional
policy and coordination of structural instrumentadaenvironment, food safety, veterinary
and phytosanitary poligy The Commission is preparing draft EU negotiatpggitions in
three casesa@riculture and rural development, fisheries andbipmiprocuremenjt

Based on the overall good progress being made mat@r in March 2008 European
Commission President Barroso stated that in thé& Zi0argement package, the Commission
would present amdicative timetable for the technical conclusionof the negotiationsin
2009, provided a number of conditions were met bga@a. The first condition relates to
Croatia meeting all opening benchmarks by June 200fs is largely done, with the
exception of 2 chapters (judiciary and fundamenigtts; competition policy) As regards
judiciary and fundamental rights, Croatia must mékel efforts to meet the outstanding
elements of the opening benchmarks. Regarding ngesenchmarks focompetition policy
Croatia must make further efforts, in particularragards shipbuilding. Secondly, Croatia
must comply with all legal obligations under thel3lisation and Association Agreement
(SAA). In this regard, overall compliance is lasgelssured. Croatia has agreed with the
Commission a solution for eliminating the discriatiory taxation of cigarettes. The country
needs to pursue efforts as regards the restrugtwfirshipbuilding. Thirdly, Croatia must
continue to comply with the general conditionatitief the Stabilisation and Association
Process especially concerning war crimes trialfugee return issues as well as full
cooperation with the International Criminal Triblif@r the former Yugoslavia (ICTY). This
has largely been assured. Fourthly Croatia urger@gded to improve its management of EU
financial assistance under the PHARE and IPA prognas. Here, good progress was made,
which now needs to be translated into concreterpssgon the ground (see below). Lastly
Croatia must suspend all aspects of the EcologiwdlFisheries Protection Zone, with respect
to EU vessels. This has been achieved.

The political and economic dialoguebetween the EU and Croatia has continlralitical
dialogue meetings were held in Luxembourg in Aptiministerial level and in May 2008 in
Zagreb at senior official level. Economic dialogoeetings were held in Luxembourg in
April at ministerial level and in July 2008 at senofficial level. These meetings focused on
the main challenges faced by Croatia under the Qwagen political and economic criteria
and reviewed progress being made towards fulfilnoéitccession Partnership priorities.

Implementation of theStabilisation and Association Agreement (SAA)has largely

continued without major difficulty. The main excepts have been continued non-
compliance with certain state aid provisions, irtipalar as regards aid granted to the
shipbuilding sector, as well as the existence of excise duty regime for cigarettes
incompatible with the SAA. In October, Croatia agtenith the Commission a solution for
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eliminating the discriminatory taxation of cigaestt Previous progress improving
implementation of SAA provisions on access to resiate has not been sustained. An
Enlargement Protocol to the SAA to take accourthefaccession of Romania and Bulgaria
was signed in July 2008.

The EU provides guidance to the authorities onrrefgriorities through theAccession
Partnership. Progress on these reform priorities is encouraaedl monitored through the
bodies of the SAA. The SAA Association Council mat April 2008 and the SAA
Association Committee in December 2007. Seven sdctub-committees have been held
since November 2007. Based on the Accession PshiperCroatia adopted its national
programme for EU accession in spring 2008.

Financial assistanceis provided undethe new Instrument for Pre-accession Assistance
(IPA) from 2007. The 2008 IPA programmes amounte&€146 million. This assistance is
concentrated on institution building and preparatfor the implementation of the EU's
common agricultural policy and cohesion policy.dddition, Croatia continued to benefit
from regional and horizontal programmes. Croatig ta&en a number of important steps to
address weaknesses identified by the Commissi@raatia's management of pre-accession
aid. These steps have led to strengthened managamercontrol bodies. A track record of
improved implementation is needed.

As regards support to civil society under IPA, an@iion grant scheme will be launched to
supportcivil society projects in the following sectors: transparencyl accountability of
public administration and fight against corruptiamti discrimination as well as sustainable
development. In addition, a €20 million contributiander IPA for cross border cooperation
with Italy, Slovenia and Hungary as well as papi@tion in ERDF programmes will promote
dialogue between local and regional authoritiesos€rborder cooperation has also been
expanded to Serbia, Montenegro, Bosnia and Herzegovith a contribution of €4.4 million.

Participation of Croatia in an increasing numberG@fmmunity programmes is also an
important tool to implement civil society dialogue.

2. POLITICAL CRITERIA

This section examines the progress made by Crdatimrds meeting the Copenhagen
political criteria, which require stability of in&itions guaranteeing democracy, the rule of
law, human rights and respect for and protectiormaiforities. It also monitors regional
cooperation, good neighbourly relations with erdangnt countries and Member States, and
respect for international obligations, such as eoajon with the UN International Criminal
Tribunal for the former Yugoslavia.

2.1. Democracy and the rule of law
Parliament

Parliamentary elections were held in November 200% elections were free and fair. As
regards the electoral roll, some legislative imgments are needed to ensure adequate
verification and updating of residence data, wlsehves as the basis for entry on the electoral
roll.

6 EN



The permanent State Election Commission is now atjperal at State level. However,
adequate staff has not yet been recruited at ta level and further training for all members
is needed.

Parliament nominated three new judges to the Catismal Court. As with previous
nominations, the election procedure was held vimtiitéd parliamentary and public scrutiny.

The Parliament decided to lift the immunity fromogecution of one MP facing serious
criminal charges. It did not, however, agree tbHiE immunity from being held in custody.

The decision was in contradiction to that of theywus Parliament. This decision was taken
despite the seriousness of the charges and thatjbteffects on witnesses' willingness to
testify.

Government

A new government was formed following parliamentafgctions in November 2007. The
centre-right coalition led by HDZ has a majority&8 seats out of 153. For the first time the
eight minority MPs are official coalition partneaad a member of the Serb party, the SDSS,
took one of the Deputy Prime Minister posts andabee a member of the cabinet.

The Parliament adopted amendments to the ratibicadf the European Charter on Local
Self-Government thereby enabling implementatiotheffull scope of the Charter.

Public administration

Some progress has been made on public administregform. The government adopted a
Public Administration Reform Strategy for the peri@008 — 2011 as well as a proposal for a
revised General Administrative Procedures Act ipt&mber 2008. Further implementing
legislation for the Law on Civil Service was adapt&he Civil Service law itself was further
amended to allow for the planned depoliticisatiod & introduce whistleblower protection.
A new Administrative Inspection Act was adopted.isTAct foresees a higher degree of
independence and responsibility of administrativespectors as well as improved
implementation of supervision measures. The nundfeemployees at the Central State
Office for Administration (CSOA) increased from 11@ 120. The professional skills and
competences of the staff have been improved bywsiriorms of training. In April 2008 the
government adopted the 2008 Civil Service Trairft@n. Various e-Government initiatives,
especially the HITRO.HR (One-stop-shop) projectd atme HITROREZ (Regulatory
Guillotine) project have been high on the governnagenda.

However, the legal basis for building a modern grdfessional civil service is still
incomplete. Major weaknesses in administrative procedures neraad an overhaul of the
relevant legislation is still pending. A new salaystem is required and the draft Law on
Civil Service Salaries has not yet been adoptéd Civil Service Law is not implemented
coherently across the state administration due @oying capacities of the relevant
departments, the preponderance of agencies andrdaude entities with operational
autonomy, and lack of sufficient supervision anibfe-up. There is a very limited delegation
of decision-making responsibilities from the man&gjdevel to civil servants. The process of
de-politicisation of public administration is stidt an early stage. Weaknesses in management
and administrative capacity of institutions in deiof public administration reform remain.
The civil service continues to suffer from high fsteurnover and a lack of qualified
personnel. There are insufficient capacities forman resources management. Full
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effectiveness of various e-government initiativedy ron the correct enforcement of the
underlying legal framework, which is neither contplaor properly enforced.

There have been considerable delays in the implamen of Croatia's programme for
decentralisation. Currently there is insufficiemjpacity of public administration at national,
regional and local level to manage decentralisategdarms, and to ensure that such reforms
actually meet their objectives. The DecentralisatBommission has not become the driving
force for the decentralisation process. The loealegnment level is not properly organised
and their interest organisation — Association ofvite and Municipalities (SAVEZ) — remains
weak.

Overall, some progress has been achieved in the afrepublic administration reform.
However, public administration remains weak andrétpiired reforms continue to represent
a major challenge for Croatia. A clear politicahooitment and further sustained efforts are
needed.

Civilian oversight of the security forces

Reform of the security and intelligence system ¢t@astinued. The necessary legislation has
been adopted and gaps in the existing legal frameWwave been addressed. With the new
legislation adopted, in particular the Law on SaguChecks, the intelligence services'

conduct and scope of control has improved. Howeter legitimate interest of the state to

protect certain information and the right of thélpzito have access to it are not yet properly
balanced.

Overall, civilian control of the security servideggenerally assured.
Judicial system

Implementation of thgudicial reform strategy has continued even if adequate monitaing
its measures has not been possible due to weakhestimiive capacity. There has been some
progress with new legislation such as the adopifanew misdemeanour Act and a new Act
on the seats and jurisdiction of courts, a firgjpsin the court rationalisation process. The
system of judicial inspection is starting to shasgults. A revised Action Plan addressing all
major reform issues was adopted in June 2008. Henyvevcertain areas the action plan lacks
measurable objectives that will allow effective nmtonng of its implementation. While the
action plan is a step forward, implementation Wwel crucial and concrete results are needed.
The case backlog remains large and the length ditial procedures excessive. Court
rationalisation has not yet begun in earnest amdctirrent plans lack ambition. Further
improvements in the accountability, professionalianmd competence of the judiciary are
required.

With regard to domestic prosecutions for war cri@®atia continues to be active in trying
war crimes cases on its own initiative, with arouhdty trials in the past year. A more
balanced approach is slowly becoming evident witlyreater willingness to prosecute
perpetrators irrespective of ethnicity. Furthergress has been made on regional cooperation
on war crimes matters. The State Attorney issustiuntions to prosecutors in October 2008
aimed at addressing the problem of a common stdnofacriminal accountability for war
crimes not being applied irrespective of ethnicMany such crimes remain unprosecuted,
often due to a combination of a lack of evidengwyillingness of witnesses to come forward,
e.g. due to intimidation, and unwillingness or otunce of police and prosecutors. The issue
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of in absentiaverdicts from the 1990s has not yet been adequatklressed. Limited use is
made of the possibility to transfer cases fromllé@apecialised war crimes courts.

Overall, reforms in the judiciary continue but ordy a relatively slow pace. Significant
challenges remain. Currently, effective dispensatid justice for citizens is not always
assured(See also chapter 23 - Judiciary & fundamental t&h

Anti-corruption policy

There has been some progress in the fight agasnstaption. The legal framework to combat
corruption has been further improved. A revisediA&drruption Strategy accompanied by an
Action Plan containing specific measures in a numidfefields prone to corruption was
adopted in June 2008. A new inter-ministerial cowation system for monitoring anti-
corruption efforts is in place. The Office for tikéght Against Corruption and Organised
Crime, USKOK, continues to become more active aad Issued indictments in some
important cases. USKOK's role is more widely ackieolged and reports to it of suspected
corruption have increased significantly, particlylas regards abuse of office cases.

However, corruption still remains widespread. THenmistrative capacity of state bodies for
fighting corruption continues to be insufficienthd police need to become more effective in
the fight against corruption and organised crinmeplementation of anti-corruption efforts
has continued to lack strong co-ordination andceffit non-partisan monitoringVhile the
total number of corruption cases investigated sohts increased, the actual number of
prosecutions remains low. There continues to bé&kmesses in the work of the National Anti-
Corruption Council both in legislative and practicarms. There was little progress in
preventing conflicts of interest. The Committee the Prevention of Conflict of Interest
continues to be beset by problems, including tlséggnation of its chairperson following
corruption allegations. A culture of political aceaability is lacking. Further efforts are
required in tackling high level corruption.

(See also chapter 23 - Judiciary & fundamental t&h
2.2. Human rights and the protection of minorities
Observance of international human rights law

As regardsratification of human rights instruments, Parliament ratified the Council of
Europe Convention on Suppression of Terrorism. Atditional Protocol to the Convention
on cybercrime, concerning the criminalisation ofsaof a racist and xenophobic nature
committed through computer systems, has also #ied.

Parliament ratified the European Convention on @mmpensation of Victims of Violent
Crimes. The convention will enter into force ataget date to be determined on the basis of
the Law regulating signings and execution of tiermational treaties.

The European Court of Human Rights (ECtHR) delivered 29 judgements in 2007 finding
that Croatia had violated the ECHR. As in previgaars, the majority of judgements related
to the violation of the right to a fair trail anklet length of the proceedings under Article 6 of
the European Convention of Human Rights (ECHR). EG¢HR found violations of the right

to fair hearing in a number of cases in which theal court failed to issue verdicts following

previous judgements on violation of this right Img tConstitutional Court. The ECtHR court
continued to condemn Croatia for violation of Al — inhuman and degrading treatment

9 EN



concerning prison conditions. A total of 636 newplagations to the ECtHR were made
during the reporting period. The total number ohgiag applications before the Court
regarding Croatia is 882.

As regardspromotion and enforcement of human rights Croatia adopted in November
2007 an Action Plan for the protection and promotiof human rights 2008-2011.
Enforcement of rights continued to be negativeligeed by shortcomings in the judicial
system, however.

Overall, international human rights law is respdctm Croatia with some specific
shortcomings related to the length of trials anaitsglomings of the judicial system.

Civil and Political Rights

Concerning thgrevention of torture and ill-treatment and fight against impunity, there
has been an increased number of complaints froireng regarding the excessive use of
force by the police. In this context, the Ombudsnies called for more transparent
procedures for the determination of police respulitsi as well as better regulation of police
actions.

A prominent case of forced hospitalisation brougkd question the functioning of the police
and institutions of the health and social systelme €ase in question constitutes a serious
violation of human rights and illustrates the fegllof the system on a number of different
levels. Nobody has suffered any consequences &fdathe misconduct as identified by the
Parliament's human rights committee.

As regards impunity, many war crimes are still wggcuted, especially those where the
victims are of a minority ethnicity (Serbs). In pawlar in smaller towns there is a lack of will
to prosecute these cases.

As regardsaccess to justiceRarliament adopted a new Law on Legal Aid in Ma@2@aimed
at improving the currently limited system. The Lagquires a significant build up of the
structures for its implementation as well as theptidon of several by-laws. The actual
provision of legal aid is foreseen to be availdbleitizens as of 1 February 2009.

Amendments to the Law on Attorney Service were setbpvhich envisage Parliamentary
control over attorneys' tariffs. Currently tarifise set independently by the Bar Association
and are linked to the length of procedure. Thestdare too high for the majority of citizens
thus preventing their access to the judicial system

With regard to therison system first measures have been taken aimed at imprgmiisgn
conditions, in particular the increase of accomntiodacapacity. However, there continues to
be room for improvement. The lack of capacity hasrbexacerbated by stricter provisions in
the Criminal Code, providing for longer prison tetnand the continued backlog of cases
resulting in a longer pre-trial detention.

Freedom of expressionincluding freedom and pluralism of the media isvyided for in
Croatian law and is generally respected. Furthegn@ss has been made in following up the
recommendations of the 2004 joint expert missiorchanges to the laws on electronic media
and on Croatian radio and televisi¢8ee also Chapter 10 - Information society and ajedi
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However, Cases of physical attacks as well as deatlts against journalists have gained in
prominence and require more thorough investigatidimairnalists working on corruption
cases or organised crime are increasingly targetégre has been limited success in
identifying and prosecuting perpetrators. Two jalisis have been recently murdered.
Editors and journalists continue to report unduktipal pressure. This raises concern about
freedom of expression, particularly at the locakle

There have been no particular difficulties as rdgaeedom of assembly and association

Civil society organisations continue to play an important role in the promiotiand
protection of human rights, democracy and protectibminorities. However, they continue
to have difficulty influencing policy debate anaain relatively weak in analytical capacity.

There have been no particular problems in the eseenffreedom of religion.

Overall, with some specific exceptions, civil andlifical rights continue to be reasonably
well respected in Croatia. However, shortcomingseagmrds impunity for war crimes and
access to justice require further attention.

Economic and Social Rights

As regardsvomen's rightsand gender equality, implementation of the natipadicy for the
promotion of gender equality continugkttivities to mark 2007 as the year against viokenc
against women, including family violence, continuédDecember 2007, a national strategy
for protection against domestic violence 2008-2@A8 adopted. A new Gender Equality Act
was adopted in July 2008. In the new parliamenin@bers (21%) out of a total number of
153 are women.

However, there has been an increase in the repouetber of acts of family violence. Raised
public awareness is one explanation. There has hetrer improvement in police work in
cases of family violence. Centres for social welfdid not show such diligence, however and
do not always promptly exercise their legal auttyoiThey also suffer from lack of qualified
and trained staff. Croatia remains a country afiditaand destination for female victims of
trafficking.

Gender equality policy in the field of employmerdeds more effective implementation,
especially as regards access to employment andrmtgtend child care entitlements.
Capacity to cover all reported cases of discrimdmain employment needs to be improved.
Weakness in the legal system, especially with egathe length of proceedings, negatively
affect the employment rights of wome3ee also Chapter 19 — Social policy and employment

As regardschildren's rights, in October 2007 amendments to the Family Lawothiced
changes regarding adoption, custody and maintenéorcehildren. The main aim is to
reinforce child maintenance in cases of divorcavel as the support to children born out of
wedlock. Full implementation will be vital, givehea high number of children currently left
without financial support.

The Ombudsman for Children continued to play anartgnt role in the overall promotion

and protection of children rights in Croatia. Thenber of individual complaints and general
initiatives increased in comparison to 2006 by 63Whis increase is probably the

consequence of improved public visibility of the Gudsman as well as of the opening of
three regional offices.
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However, the increase in cases has stretchedrexistsources. Follow-up by line ministries
to the inquiries and recommendations from the Orabnah is in many cases missing. The
implementation of measures envisaged under theh&tPlan of Activities for the rights and
interest of children for the period of 2006-2012s Haeen delayed. The main problems
affecting children continue to stem from violencethe family, general parental relations
connected to the custody and support of childrern, dlso from weak, understaffed and
overburdened social welfare institutions and cdioeal facilities. There is a general lack of
educated experts to provide advice to families.r@lf@s been no consolidated approach of
the institutions towards the problems regardindgdcprotection issues, including a prevention
role of the educational institutions. While the Lamn Foster Care strives to improve the
quality of foster care, it also brings new restoes and conditions for fostering that has
caused a decline in the number of foster familieslicial backlogs and lack of trained judges
further deteriorate the situation of children, mararly in families at risk of separation or
unpaid alimony cases. There is a lack of data dd ploverty.

An Act on the Ombudsman for Persons with Disab#itentered into force in January 2008.
The first such Ombudsman was appointed by ParlianmenMay 2008. A National
Implementation Plan on Social Inclusion 2007-2088 heen produced. However, continued
efforts are needed as regamiscially vulnerable and/ or persons with disabilitts The
relevant legislation is not sufficiently enforceédo tangible progress has been made in the
field of de-institutionalisation, including for ddren with disabilities, even though, with
decentralisation, it is among the priorities setiauthe Joint Inclusion Memorandum and the
related National Implementation Plan. Civil sociaiyganisations involved in delivering
community based services need to be adequatelydegpn order to develop sufficiently an
alternative to institutionalisation.

With regard tolabour and trade union's rights, there has been some progreSeq also
Chapter 19 — Social policy and employmerih a difficult socio-economic climate trade
unions are playing an increasingly prominent rol@ublic debate. However, workers’ rights
are still negatively affected by a weak labour gxdprate and a poorly functioning judiciary.

A comprehensive law oanti-discrimination was adopted in July 2008, signifying important
progress. This law is aimed at full alignment witbl acquis However, anti-discrimination
legislation has generally not been applied vigdsou$o date there has only been one
criminal conviction for hate crime. There has b@enconviction for the initiation of racial
and other hatred. There has been limited reactidheoauthorities to various expressions of
an extreme nationalist character which could besicemed as incitement to national and
religious hatred. There are no statistics on jadlicases to track the nature and extent of
discrimination. Support to the victims of discriration is marginal. The level of protection
against discrimination in practice and its judi@absecution is not in line with EU standards.
(See also Chapter 19 — Social policy and employment

Property rights are generally assured. However, there are outsigjinchses of delayed

property repossession and problems with compemsétiothe use of private property taken
under war legislation from the 1990s. The Ombudsegein warned of the lack of proper
administrative decisions that should be issuedpenrsons applying for housing care and
compensation for the use of their property. Nomasge of such administrative decisions
prevents the claimants pursuing their right to appd&he process of restitution and
compensation for property nationalised after WoMdr 11 continues to go slowly.
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Overall, legal protection for economic and sociabghts is partially guaranteed.
Implementation of women's and children's rights adtection against all forms of
discrimination needs to be further improved in piczc

Minority Rights, Cultural Rights and ProtectionMfnorities

Some progress has been made with regard to thenmepitation of the Constitutional Lan
NationalMinorities (CLNM). An Action Plan for implementation of the GIM was adopted
in June 2008 which covers all main issues and aglewstitutions. A department for national
minorities was established in the Central State ibtration Office (CSAO). The CSAO
adopted an employment plan for 2008. This plansees the recruitment of 158 members of
national minorities at the central level and 44ha offices of the State Administration in the
Counties. The capacity of the local councils oforel minorities (CNMs) to advise the local
government on matters of concern for minorities inggroved. Most of the CNMs have been
provided with premises and funding. In 2008, thaté&tcouncil for national minorities
received around €5.7 million from the state budgehational minority associations. This is
an increase of 19% compared to 2007.

However, implementation of the CLNM's provisions practice presents a mixed picture.
Some provisions are implemented well, others onlatlimited extent. Problems persist,
particularly in terms of under-representation oharmities in state administration, the judiciary
and the police. The plan for employment in the amsiiation at County, Town and

Municipality level is still not adequate. A long#te strategy to implement the CLNM

minority employment provisions is still lacking. Aduate statistics to allow proper
monitoring are still missing. No details of implemt&tion of the 2007 targets are available.
Despite increased financial support, CNMs are ndficsently recognised yet as advisory
bodies by the majority of local authorities. Moreovtheir independence and influence is
affected by the fact that they depend on the budfgéte town authority or council.

With regard to cultural rights, the education psiens of the CLNM and other laws relevant
to minorities are generally being implemented $atiorily. With regard to the perception of
national minorities in the media, negative sterpoty has further decreased. There continues
to be little progress with regard to the productenmd/or broadcasting of programmes for
minorities in their languages by public radio arM Stations, as envisaged under the CLNM.
Initiatives promoting greater integration, recoratibn and tolerance as well as joint activities
within the current system should be further encgeda

With regard to the Serb minority, there have be@mes positive developments. For the first
time, an ethnic Serb has been appointed to onbeoDeputy Prime Minister posts. There
have been fewer reports of apparently ethnicallyivated attacks against the Serb minority
and the Orthodox Church. Police investigations wfhsincidents have improved, although
few cases end in prosecutions. Moreover, a numibethaically motivated incidents occurred
over the summer, which could have a detrimentalachpn the willingness of refugees to
return. Members of the Serb minority, including geovho remained in Croatia during the
war, face difficulties concerning access to emplegmespecially in the war affected areas.
Discrimination continues particularly in the pubsector at the local level. Croatia needs to
encourage a spirit of tolerance and take apprapnegasures to protect those who may still be
subject to threats or acts of intimidation.

There has been some progress on the various atitsfaesues regardimgfugees
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More than 2,100 refugees and 1,100 displaced perssinrned to their place of origin in

Croatia in 2007. The total number of Croatian Sembgistered as returnees to Croatia
increased to almost 143,000 although the estimlatesl of actual return could be less than
60% of this figure. An Action Plan for the accetexdhimplementation of the Housing Care
programmes was adopted in June 2008. Reconstrucfiomousing has continued. The

programme to reconnect public infrastructure intasarreturn villages is ongoing without

major difficulties. Mine clearance operations hawvatinued.

However, a number of obstacles to sustainable rretdirSerb refugees remain, principal
among them being housing, particularly for formeancy rights holders. Implementation of
the Croatian government's housing care programniigénvand outside the areas of special
state concern (ASSC) for the former tenancy ridgidklers who wish to return to Croatia
continues to be slow, although implementation helsgal up in recent months.

Outside the ASSC, only around 530 (12%) of 4,56fuests have been solved definitely.
There are a further 1,360 (30%) positive decisi@anaiting action. 1,806 are still waiting to
be processed (40%) and 864 received a negativaioieci19%). The target date for full
implementation outside the areas of special statearn has been brought forward to 2009.

Of 8,668 applications inside the ASSC, 4,788 (55%#mMnilies have been allocated an
apartment out of the 6,816 positive decisions,ighslincrease on last year. However, 653
administrative decisions are still pending and 2,%@re decided negatively. For both inside
and outside, the negative decisions are underioaviwith the help of UNHCR, before they

will be sent to the applicants.

The Government's benchmark for 2007 to provide Q,46commodation units inside and
outside the ASSC has been largely met. For theirenga60 cases, Croatia has introduced
the possibility of daily compensation payments Iuhe foreseen accommodation is available.
598 cases of the 2008 target of 1,400 have begrdol

As regards reconstruction of housing, some 2,708 were reconstructed in 2007/2008 and
approximately 1,500 will be reconstructed in 20082. This will leave an estimated 2,500
housing units still to be reconstructed dependingh®e outcome of appeals. There remain
approximately 8,700 outstanding appeals againstinegeligibility decisions, many of which
have been pending for four years. Housing assisthias also been extended to applicants
with rejected reconstruction claims.

54 houses, of which 45 waiting for a court decisimmain to be repossessed and handed
over to their rightful owners. There is still sloprogress on repossession of occupied
agricultural land. The repair programme for houd@siaged or looted prior to repossession is
coming to an end.

Apart from housing, other key concerns facing mes are employment, enduring hostility
in certain localities and "convalidation”, or thalidation of working years concerning
pension rights, of those residing in the parts afafla not under Croatian government control
during the 1990s. In this regard it is positivet tthee Government has taken various decisions
reopening the possibility for these pension rightbe accessed.

The situation of th&oma minority in Croatia continues to improve and thenadstration is
developing an increasingly positive and pro-actipproach. Some progress is being made on
the pre-school education of Roma under the govemtimaction plan for the Decade of
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Roma Inclusion 2005-2015. Funding is also increasifhe number of Roma children
completing primary education and pre-schooling imeseased. The issue of lack of legal
status of Roma without citizenship is being resadlveor the first time, a member of the
Roma minority has been elected to the CroatiandPaeint.

However, most Roma remain excluded from mainstr€aoatian society and face difficult
living conditions. Unemployment remains endemic.asl&es with regard to education need
to be integrated into more systematic policies.blms persist also in terms of access to
employment, adequate housing, social protectionteaithcare, and in general attitudes in
society, where discriminatory attitudes prevail &mgls Roma and other vulnerable groups.
Coordination among Roma groups should be enhanoddtlzeir expertise for effective
implementation should be strengthened. Problemsiremegarding the participation of the
Roma community in the education system, even whenific programmes are available.

Overall, the position of minorities in Croatia contes to improve. However, many problems
remain for the Serb and Roma minority. Some pragogsoutstanding refugee return issues
was made but efforts to ensure sustainability fafgee return need to be accelerated.

(see also chapter 23 - Judiciary & fundamental tg}h
2.3. Regional issues and international obligations
Compliance with th®ayton/Paris and Erdut Peace Agreementkas overall been ensured.

Croatia continues to cooperate witle International Criminal Tribunal for the former
Yugoslavia (ICTY). However, there are some problems of access byy I®&T certain
documents in Croatia. Croatia needs to ensure laahd proper investigation into the
whereabouts of the missing files. The ICTY trialasgt Gotovina, Cermak and Markac
started in March. Before the beginning of the tramhe of the indictees breached on two
occasions the conditions of his provisional reledggon request of the Tribunal, he was
arrested and transferred to the ICTY detentionreefithe indictee's misconduct triggered the
resignation of the Minister of Interior, who hadcampanied the indictee on a hunting trip
during one of the above mentioned breaches.

An initial verdict was reached in the trial agaif&him Ademi and Mirko Norac, the only
war crimes case transferred from the ICTY to Croatian jucidn. After initial problems
where protected witnesses failed to give theiirtesty, the system of giving testimonies via
video link has improvedn May 2008 a conference on regional cooperatigprasecution of
war crimes was held with the participation of chpbsecutors from Croatia, Bosnia and
Herzegovina, the former Yugoslav Republic of MagedpMontenegro and the war crimes
prosecutor from Serbia. However, there are stilstatles to the transfer of cases and
extradition of suspects in cases of war crimes @mdes against humanity between Bosnia
and Herzegovina, Croatia, Montenegro and Serbies. &tacerbates the problem of impunity.

Croatia has not concluded any bilateral immunitseagients granting exemptions from ICC
jurisdiction and its policy regarding thternational Criminal Court (ICC) is aligned with
the EU Common Positions on the integrity of the Rddtatute as well as related EU guiding
principles.

Some progress has been made with regard to imptatimn of theSarajevo Declaration
which aimed to finalise the regional refugee retorocess by the end of 20y reopening
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the possibility for validating pension claims, arfethe two main outstanding issues has been
tackled by CroatialFurther efforts are needed to resolve the outstgndisues, in particular
how to deal with compensation claims of those wbst loccupancy and tenancy rights
(OTRs) in Croatia.

Regional cooperationand good neighbourly relations form an essenta of the process of
Croatia's moving towards the European Union.

A number of bilateral visits, agreements and camthengagement by Croatia in regional
initiatives have contributed towards the aim oftlier improvement of relations between
Croatia and its neighbours.

Croatia has actively participated in the transitimm the Stability Pact to a more regionally
owned framework with the South East European Catiper Process (SEECP) and the
Regional Cooperation Council (RCC). The RCC Seaadtavas formally inaugurated in

April. A former State Secretary of the Croatian Mtry of Foreign Affairs was appointed

secretary-general. Croatia actively participate® ah other regional initiatives such as the
Adriatic-lonian Initiative (chairmanship from Jur2®07 to May 2008) and the Migration,

Asylum and Refugees Regional Initiative (MARRI).o@tia is a party to the Energy
Community Treaty and the Central European Free elrAgreement (CEFTA) and a

signatory of the Agreement on the European Commwatidn Area (ECAA).

The application of Croatia's ecological and fishipigptection zone (ZERP) also for EU
Member States entered into force on 1st January8.26fdwever, in line with earlier
commitments, the Croatian Parliament decided indl&008 on the suspension of the zone
for EU Member States until a common agreement batwie countries concerned is found.
The Croatian Parliament’s decision effectively sslthe ZERP issue.

Croatia accepted thacquis of the Barcelona process and participated in #umdh of the
Barcelona Process: Union for the Mediterranearuly 2008, thus becoming a full member
of the process.

Bilateral relations with other enlargement countries and neighbouring member states
continue to develop. There has been some progoesrds finding definitive solutions to
various open bilateral issues between Croatia &éhdeighbours, particularly as regards
settlement of border disputes.

Croatia continues to have good relations wAtbania andthe former Yugoslav Republic of
Macedonia

Bilateral relations withBosnia and Herzegovinagemain stable. An agreement on police
cooperation has been concluded. The Croatian Reafiiratified the bilateral agreement on

dual citizenship. There has been no progress odebassues. Ratification of the 2005

Agreement on Demarcation of the Land and River Bardemains on hold. The Peljesac
bridge project remains an open political issue.r&heave been no developments on the
agreement on the use of the Port of¢éBldther unresolved issues include property and
refugees.

Regarding relations wittMontenegro,a working group on outstanding issues, including

property, chaired by the ministers of justice hasrbcreated and met twice. Agreements on
cooperation in the field of defence and in watemagement have been signed. Business
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relations have been enhanced. With regard to tke bprder issue, the two countries agreed
to settle border demarcation at Prevlaka througgrmational arbitration at the International
Court of Justice. A joint commission is being etdied to prepare the legal framework. The
temporary border regime in place continues to foncsmoothly.

Relations withSerbiaare stable but have been affected by Croatia'sidacto recognise
Kosovd'. The provisional visa-free regime remains in fofEeere has been some progress in
cooperation on missing persons and on war crimeseputions. There has been no progress
in delimiting the border. Other open matters inelyatoperty related issues, in particular
claims for compensation for lost occupancy andriepaights, refugee return, and Croatia’s
genocide lawsuit before the International Courfla$tice, on which hearings began in May
2008.

Croatia continues to have good relations Wwitimgaryand ltaly.

Relations withSlovenia while generally well developed, continue to bieeted periodically

by difficulties linked to outstanding border issu€yoatia and Slovenia have in principle
agreed to involve a third party to resolve the kordsue. Joint commissions have been
established and held their first meetings. Howethate is neither agreement on the body to
be entrusted with arbitration nor on the precidgestt of final arbitrationThere has been no
progress in resolving the open issues of LjubljanBlanka/SFRY Succession Agreement
(guarantee of foreign currency deposits). Therelbegsn some progress on outstanding issues
related to the Krsko nuclear power plant, notablptgh the creation of a special fund by
Croatia for future decommissioning costs.

The issue of the non-application of the ecologarad fishing protection zone in the Adriatic
to EU Member States is resolved.

Croatia has received an invitation to join the Ndktlantic Treaty Organisation (NATO), and
the Protocol of Accession to the Washington Tréaty been signed.

3. ECONOMIC CRITERIA

In examining the economic developments in Crodtia,Commission's approach was guided
by the conclusions of the European Council in Cbpgen in June 1993, which stated that
membership of the Union requires the existence tfnationing market economy and the
capacity to cope with competitive pressure and etdikces within the Union.

3.1. The existence of a functioning market economy
Economic policy essentials

The country participates in the EU Pre-Accessioscdli Surveillance procedure. The Pre-
accession Economic Programme (PEP) 2008-2010, sigbinin December 2007, presents a
coherent medium-term framework for economic po#cié fully implemented, it would

improve the functioning of markets and support @uasible growth and real convergence.
Political consensus on the essentials of market@og has been maintained. However, an
ad-hoc approach to economic policies has oftengiexl and a deepening of structural

3 Under UNSCR 1244/1999
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reforms has not figured among the governmentsptapities. The structural reform agenda
has moved slowly and there has often been a gapebgt legislative intent and actual

implementation. Policy coordination within the gawment as well as the government's
communication with the Croatian National Bank (CNBJ not been systematically enforced.
Overall, consensus on the fundamentals of a mat@homy has been maintained, but the
government's approach to economic policy and refbam sometimes lacked a strategic
medium-term orientation.

Macroeconomic stability

In 2007, annual GDP growth showed a marked acdelarto 5.6%, up from 4.8% in 2006,
but started to slow in the last quarter of the y&mowth continued to be fuelled by strong
domestic demand. Private consumption in 2007 recbtbe highest growth rate since 2002
and accelerated strongly to 6.2%, from 3.5% a pe#ore. It remained driven by strong, but
slowing credit growth and debt repayments to peres® the latter amounting to 1.2% of
GDP. The growth of public consumption also increas®rkedly to 3.4%, to a large extent
resulting from pre-election spending increases.hBmivate and public investment slowed
and total investment growth decelerated from 10t@% still robust 6.5%. Both the growth of
exports and imports declined to 5.7% and 5.8%, eesgely, and the contribution of net
exports to GDP growth remained negative. On th@lyugde, the industrial sector added the
strongest contribution to growth. Also, the goodf@enance of some services, in particular
financial intermediation, retail trade and tourisopported the economic expansion. In the
first half of 2008, economic growth decelerated kedty to 3.8% year-on-year, down from
6.8% in the same period a year ago, partly dudowisg exports. At the same time, some
rebalancing took place, as consumption moderated astronger investment activity.
Average per-capita income in 2007 rose to 55% efEkJ-27 averadefrom 52% in 2006.
Overall, the economic performance remained robustl gome moderation of growth.

The current account deficit continued to widenir@.9%of GDP in 2006 to 8.7% in 2007
and to 10.5% in the four quarters to June 2008nindiue to a rising trade deficit. Relatively
strong domestic demand and imports, higher worlchraodity prices as well as a recent
decline in export growth resulted in a wideningtieé trade gap to 26.3% of GBRAs in
previous years, roughly two thirds of the trade gagwe covered by the surplus in services,
mainly tourism and transport. The deficit in theame balance dropped somewhat due to
higher income on equity investments and on foregghange reserves. The surplus in
transfer payments declined, mainly due to loweregoment revenues from abroad. In sum,
despite strong tourism revenues and higher incorom fabroad, external deficits have
continued to widen, on the back of strong imponmnded, higher world commodity and
energy prices and lower export growth.

FDI remained the main source of foreign financimgthe four quarters to June, the value of
net FDI inflows declined by 13.5% year-on-year, resenting 7.7% of GDP and thus
financing a still large part of the current accodaficit. Net inflows were largely driven by
the recapitalisation of banks as well as by investis in wholesale trade and the insurance
sector, while greenfield investments remained shallOwing to continued net capital
inflows, official foreign reserves increased to w@ard € 9.3 billion by end-December 2007,
and further to € 9.8 million in August 2008, equerd to around 5.5 months of total imports.

In purchasing power standards.
3 In the 12 months to June 2008
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The stock of external debt continued to increasekedly by 14% in the twelve months to
August 2008, but the share of short-term debt reethrelatively low at 13.2%. The external
debt ratio reached 87.8% of GDP at end-200 from 85.5% a year before. The share of the
domestic banking sector in total external debtided|, as banks reduced their outstanding
external obligations during 2007, also in respadieseentral bank measures aimed to contain
banks' foreign borrowing. The corporate sector éased its external indebtedness
significantly, partly reflecting the circumstandeat domestic banks were encouraging their
corporate clients to borrow directly from parenhks abroad, thus circumventing their own
borrowing restrictions. The increased exposuréhefdomestic non-tradable corporate sector
to foreign borrowing has become a cause for coneah warrants careful monitoring. In
sum, capital inflows remained strong and exterreddtctontinued to rise, driven by strong
foreign borrowing by the corporate sector.

So far, the international financial crisis has omlydly affected the Croatian economy and its
financial sector. However, a widening current acttodeficit and a high level of external
indebtedness create important external financiregdsi@equiring significant capital inflows.
To that extent, the external imbalances renderCituatian economy vulnerable to possible
disruptions in capital flows. The risk of a suddgnp or reversal of capital flows seems
limited, but the pace of cross border lending, Wwhias become an important financing source
for the domestic corporate sector, could be aftecktigher risk premiums and refinancing
costs have already started putting some pressutteeogxternal side. The comfortable foreign
exchange reserve position serves as an importaftiazu in the event of slowing capital
inflows. The Croatian authorities lifted the mawmgimeserve requirement for banks' foreign
borrowing to boost their foreign exchange liquidityoreover, the deposit insurance law was
amended by Parliament, leading a fourfold increzfstne guaranteed amount of household
deposits (to € 56,000).

Positive trends on the labour market continuedaDaim the labour force survey confirm
strong employment growth of 2.7% in 2007, whichtdbuated to an increase in the average
employment rate to 57.1%, up from 55.6% in 2006 Themployment rate (ILO) fell from
11.1% in 2006 to 9.6% in 2007. Unemployment dedifo all age groups, but still remained
high for the young population (at around 24%). Toveg-term unemployment rate decreased
to 5.9% (2006: 6.7%). The officially registered or@oyment rate declined to 12.4% in July
2008, compared to 13.7% in July 2007. Labour madetelopments continued to be
characterised by a relatively low job turnover, gegging rigidities and limited employment
restructuring. The growth of average gross wagagest at 6.2% in 2007, as in 2006, and
accelerated to 7.1% in the first half of 2008. Aage real wage growth declined, however,
due to rising inflation. Overall, the labour markerformance continued to improve, but high
youth and long-term unemployment and limited jolmtwer remain a cause for concern.

No major changes occurred with respect to monefaslcy. Following the positive
experience of previous years in stabilising inflatiexpectations through a stable exchange
rate, the tightly managed float remained in plaégchange rate stabilisation has also
contributed to mitigating significant balance shasks under a highly euro-ised financial
system. In the last quarter of 2007 and in 2008,GNB intervened three times in the foreign
exchange market and purchased euro for a total minodaround EUR 712 million. Despite a
continued surge in capital inflows, the nominal lexage rate of the kuna vis-a-vis the euro

According to a new reporting system of the CNBytitg in December 2007, the external debt-to-GDP
ratio amounted to 88.6% at end-2007.
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has been kept stable. The average daily exchangdluatuated within a very small range
between 7.16 and 7.35 kuna per euro and appredigt@d4% in the twelve months to end-
September 2008. Overall, the stable exchange w@ieyphas served the country well and
remained a factor of monetary and financial stgbili

Reacting to stronger inflationary pressures the @RIually increased its marginal repo rate
from late 2007 onwards. Moreover, the CNB continuedrely on administrative and
prudential measures in order to contain strongtabpnflows and rapid credit growth.
Marginal reserve requirements on banks' foreignrdwang as well as credit controls
remained in placé They were partly adjusted in late 2007 and 200@itoe effectively raise
domestic banks' borrowing costs. Partly as a refulbese measures, the annual growth of
domestic credit to the private sector deceleratech faround 23% in 2006 to 15% in 2007 and
to 11.2% in August 2008. Both the growth of lendimgprivate households and to the
corporate sector dropped. The moderation of lentinthe corporate sector, however, also
reflects ongoing financial disintermediation of démy, as some corporations turned to direct
borrowing from abroad. Overall, in an attempt tatedn rapid credit growth, monetary policy
continued to rely on administrative measures aeditcontrols.

Average annual inflation decreased slightly in 2002.9%, down from 3.2% in 2006. This
was due to low carry-over effects from 2006 and ioffation throughout the first half of the
year. However, inflation accelerated significantlythe second half of 2007 to 5.8% year-on-
year in December, and further to 6.4% in Septen20&8, compared to 2.1% in December
2006. This acceleration was mainly due to suppbcks linked to considerable increases in
the prices of agricultural, food and energy produbtoreover, big increases in administered
utility prices, most of which are controlled by &cgovernments, also added to higher
inflation. To some extent, increases in househadgpatable incomes, arising in particular
from pension debt repayments and higher governrransfers, added to price pressures.
There is evidence that rising inflation has led siecond-round effects. Core inflation
accelerated to 6.5% in August 2008, compared toa3%ear before, and producer price
inflation reached one of the highest levels everorded (11%). Overall, inflation has
increased markedly on the back of higher commaality energy prices and strong domestic
demand.

Fiscal developments in 2007 and in the first h&lR@08 benefited from a growing economy
and strong revenues, which increased by 13% artié¥d Year-on-year, respectively. Current
spending recorded an increase of 10.8% in 20071arPs6 in the first half of 2008, fuelled
by a strong rise in spending on goods and senasewell as on subsidies. In 2007, the
general government deficit was reduced as planteed,6% of GDP, down from 2.5% in
2006 (in ESA 95 terms). However, fiscal accountsndb include a number of off-budget
operations, such as debt repayments to pensioh&®% (of GDP in 2007) and quasi-fiscal
activities of the State Development Bank (HBOR)ef#tfore, the actual fiscal policy stance
has been more expansionary than the headline bfidge¢s suggest. A revised budget for
2008 was adopted in July and foresees a budgetitdigiat is slightly lower than originally
planned (1.3% instead of 1.6% of GDP), although rthe@n reason for this is the ad-hoc
exclusion of the public motorway company from thengral government accounts. As in
previous years, the revised budget provides fohdrighan originally projected revenues.
They are again used to repay health sector arreatrslso to compensate private households

However, on 10 October 2008, the central bank kedahe application of the Decision on Marginal
Reserve Requirements in an attempt to boost forighange liquidity of the banking sector.

20 EN



EN

for higher energy prices, and to provide additidoalds for regional development as well as
for science and education. The stock of generaegowent debt stood at 37.8% of GDP at
end-2007, down from 40.8% a year before, and tether to 34% by June 2008. However,
adjustments for the stock of issued State guararded the debt of the State Development
Bank (HBOR) would raise the stock of debt by aro@ficbercentage points of GDP. Overall,
deficit reduction continued as planned, but acfisgll policy has been more expansionary
than the reported figures suggest. Stronger experdiestraint remains essential in view of
higher inflation and widening external imbalancesl @as a way to better support monetary

policy.

The rationalisation of public spending remained ey kpublic finance objective. The
implementation of the social benefits reform sggtadopted in (April) 2007 continued. Its
aim is to reduce the number of benefits and toeaghia better targeting of social welfare.
However, means- and income-tested benefits as i@ fatotal benefits have remained
relatively small while categorical benefits stiltcunt for the large majority of social
benefits. Although some institutional progress basn made with the establishment of a
personal identification number and one-stop shdps, social welfare system remained
burdened by complex eligibility criteria and inefént administration. No new measures have
been taken to effectively address the health sedinancial difficulties and arrears continued
to accumulate. In particular, the reform of co-pawnexemptions through a wider use of
means- and income-testing has made little progresshe context of the 2008 budget
revision, the government - as in the previous ydaailed out health sector payments arrears.
No measures have been taken to reform the penggienss first pillar. Overall, limited
progress has been achieved in terms of increasengfticiency of public spending.

The government declared itself committed to a ca&n@nsive Treasury Reform Strategy as a
sound basis for improving expenditure managemeatbariget control systems. The role of
the Ministry of Finance in the budget preparatioacess has been strengthened. Continued
progress was achieved in enhancing institutional analytical capacity for setting up
medium-term macroeconomic and fiscal frameworksweicer, public finances still suffer
from the absence of a real medium-term expenditammework which links defined policy
priorities to the budget planning process. Som@nass has been made in enhancing public
debt management capacity, but a fully-fledged stpatis still lacking. Transparency of the
issuance policy has remained weak and raises amcabout asymmetric access to
information by potential market participants. Effowvere made to reconcile current budget
statistics with ESA 95 standards, but important siifiacal operations as well as local
governments remained unrecorded, seriously undergiibudget transparency. Overall,
analytical and institutional capacity in public dimce has been further strengthened, but
strategy-based budget planning and debt manageeraatned generally weak.

The direction of macroeconomic policies has, on wi®le, been appropriate to contain
potential external vulnerabilities. Given the liedt scope for monetary policy discretion
under heavy financial euro-isation, the onus oftaiming the savings-investment gaps in the
economy has remained largely on fiscal policy. &lissonsolidation has so far benefited
markedly from strong revenue growth. However, alitrle and sustainable fiscal adjustment
process requires much more efforts in acceleratogal benefit, health care and pension
reforms to bring down the relatively high publieegging ratio.

Interplay of market forces
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The state continued to gradually withdraw from greductive sector. The sale of 7% of
shares of the national oil company INA was succdigstompleted in late 2007. In June
2008, the government sold 4.2% of Hrvatski Telek@AT) and 12.5% of a fertilizer
company. In all three cases shares were sold terduand former employees. However, the
privatisation of assets held by the State PrivatisaFund made only limited progress. A
major corruption investigation into the Fund in Z0@d to a de facto suspension of the
privatisation process. In early 2008, the governnagpointed a new head, as well as a new
Fund management board, and changed decision mpkaegdures to lend a new impetus to
the process. Up until September 2008, the Stateatidation Fund had sold or liquidated
some 30 companies and the remaining portfolio stithprised around 891 companies, with
the State keeping a majority holding in 97 of th&xmumber of tenders did not succeed Iin
attracting the interest of potential investors. Teévate sector’s share in output and
employment has risen to slightly above or clos&@8o, respectively. Overall, progress in
privatisation has been uneven and continued toadermined by institutional weaknesses.

Market entry and exit

Company registration procedures have been furihesliied. The average time and number
of procedures needed to set up a business, asawe@Verage registration costs, have been
reduced further. The number of newly registered mames grew by 1.4%and the stock of
active businesses increased by 13% year-on-yeaMarch. An e-register of national
regulations has been produced, allowing all reguiatto be found in one place. On the other
hand, Croatia's performance continues to be relgtiunsatisfactory in several measures of
the quality of the business environment. Limitedguess has been made in advancing the
"Regulatory Guillotine" project aimed at simplifignor eliminating regulations that are
deemed unnecessary. Doing business in variousrseemained hampered by lengthy and
cumbersome procedures for obtaining licences draausations at the national and municipal
level. Overall, further progress has been madampl#fying company registration, but the
business environment continued to suffer from estges regulations and ad-hoc
requirements.

Legal system

Further progress was made in reducing the backlatases before Croatian courts. During
2007, the backlog was reduced by 6.1% compared®6.2However, there is still a large
backlog (969,100 cases at end-2007) and the judigietem has remained inefficient. The
weaknesses of the judicial system may discourageosaic actors from taking cases to court
and undermine effective enforcement of creditor jpragherty rights.

Development of the financial sector

The financial sector, still dominated by banksyespnted around three quarters of total assets
at end-2007. Some 95% of banks are privately owaredl the share of foreign ownership
remained high at 90%. The number of banks was unggthat 33, which is relatively high in
relation to the market size. The degree of marketcentration has remained at a moderate
level and has generally not been an impedimentaxked competition. The five largest banks
together accounted for a market share of around &8fte end of 2007, down from 72% in
2006. The spread between the weighted averageveofknea-denominated loans and new

Last quarter 2007 and first quarter 2008 comp&reshme period a year before
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kuna-denominated deposits did not change signifizaDomestic private credit rose to 73%
of GDP in 2007, up from 69% in 2006. Overall, ttegely private and foreign-owned
banking sector remained the key player in finanarmediation.

The banking sector has become more resilient assaltrof a number of prudential and
supervisory measures that have been taken to a&ddpegential macro-financial
vulnerabilities. Additional capital requirementsr&émposed on fast-growing banks, and risk
weights on un-hedged foreign currency loans wecesased. Banks' capital adequacy, asset
quality and profitability remained at comfortabk/éls. The share of non-performing assets
remained at a relatively low level of 3.2% in Juk@08, although this indicator may
underestimate portfolio risks during periods oosg asset growth. However, the banking
system still has to contend with interest and emgbaate induced credit risks, as the majority
of loans are based on variable interest rates mked to foreign exchange. Very good
progress has been made in the central bank inrilogtéhe analytical capacity to produce
forward-looking financial sector stability assessiseOverall, additional prudential measures
served to make a generally sound banking system e resilient and reduced potential
macro-financial risks.

The share of non-banking financial sector assetstai financial sector assets increased from
23.4% at end-2006 to 26 % by end-2007, also dubdacstrong asset growth of investment
funds and mandatory pension funds. In 2007, domestick markets generally benefited
from the strong growth of non-bank institutional@stors and increased interest from the
general public in equity investments, although tilm@over remained low. This resulted in a
strong increase in the stock market index by 60&ing market capitalisation to around
128% of GDP at end-2007, as against 79% in 200&eSihe start of the year, the Croatian
stock market has been rather volatile and the Zespack exchange index lost around 50% in
the first ten months. Market capitalisation hadlided to 90% of GDP in June 2008. Bond
market capitalisation amounted to 13% of GDP ineJ@008, slightly lower than a year
before, as the market capitalisation of the corgosector declined. The supervision and
regulation of the non-banking financial sector hl@adually improved. The previously
unregulated leasing sector has been brought uhdeouersight of the non-bank supervisor
HANFA. Also, HANFA and the Croatian stock exchanpave adopted the Croatian
Corporate Governance Codex, which, if properly &ohlshould enhance the transparency
and efficiency of the capital market. In genera{withstanding the growth of some market
segments, capital markets remained shallow, witile kurnover.

3.2. The capacity to cope with competitive pressure antharket forces within the
Union

Existence of a functioning market economy

Macroeconomic stability has been largely maintained has allowed economic agents to
make decisions in a climate of stability and prehdity, thus supporting the functioning of
market mechanisms. However, significant state vetetions in the economy as evidenced by
a high spending ratio and high subsidies, as welpr@vailing obstacles to private sector
development, continued to partly undermine a moosvth-oriented allocation of resources,
constraining the potential for higher productivairyd catching-up.

Human and physical capital
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Reforms in the education sector have continued rutige Education System Development
Plan for 2005-2010. Further steps were taken taongthe quality of education at all levels.

A national programme aims to increase the ratenadlment in and completion of secondary
education and to reduce the percentage of eartyostdavers. However, the education sector
continued to suffer from out-dated curricula anermpequipment. The joint assessment of
employment priorities was signed by the Commissamal the Croatian authorities. The

government continued to implement active labourkeiapolicies. These include training and

employment subsidies for young people without wexkerience, the long-term unemployed,
older persons and vulnerable groups. However, afthothere was a slight increase in
employment and participation rates, the levels isathrelatively low - at 57% and 63.2%

respectively in 2007. Overall, the labour markettowed to suffer from mismatches between
supply and demand.

Investment continued to be robust in 2007 and 2@Q&it growing at a slower pace, and the
fixed investment ratio remained high at around 30R4SDP in 2007. Total spending on
research and development remained at the relativgly level of around 0.9% of GDP.
Public investment in transport remained strongpdticular, investments in new highways
amounted to 1.9% of GDP and resulted in a furtix@aesion of the network. Most of the
core main lines of the rail network are sufficignitell maintained to allow a competitive
freight transport business. FDI continued to plagignificant role. The total stock of FDI
reached EUR 17.6 billion (47% of GDP). The largglsare of cumulative FDI inflows is
accounted for by the financial sector (36%), fokkalby manufacturing (27%), and post and
telecommunications (10%). There has still beereliireenfield investment, and private
investments in the processing and manufacturingistng have remained relatively low,
limiting technological change and export potentia. conclude, strong levels of investment
continued to be concentrated in transport infrastme and the services sector.

Sector and enterprise structure

The loss-making, state-owned aluminium company (J ks sold following lengthy tender
procedures and negotiations. Subsequently, the oewmer submitted a restructuring
programme to the government. Following the priaits of the two steel mills, the
government adopted a revised National RestructiRlag for the steel industry. In the area of
shipbuilding, the government adopted revised imtlial restructuring plans, as well as taking
a decision to restructure six shipyards througlracess of privatisation. The privatisation
process is expected to start immediately and todmepleted by the end of 2009. However,
details concerning methods and conditions for bale not yet been agreed. Overall, there
has been mixed progress with the restructuringrgfd loss-making companies.

The restructuring of the loss-making large railveayrier has made very limited progress. The
objectives of the business plan for 2007, in paléicsignificant staff reductions and a wage
freeze, were not met. The envisaged reduction ef working ratio in 2007 did not
materialise, and the ratio even started to woreeB8008. The railway sector continued to
require high levels of budget support (above 1%DP in 2007). Low productivity and high
unit labour costs continue to undermine its longateiability, necessitating vigorous action,
including staff lay-offs and the closure of non4iable lines. Four railway subsidiaries were
tendered for privatisation, but have not yet beesid.s The liberalisation of the
telecommunication industry continued. The Croafi@alecommunications Agency continued
with activities aimed to stimulate market compettiby improving market access to new
service providers. This led to further price reduts and to a larger choice of tariff packages
for customers. New fixed line competitors raisegirtmarket share further from 13% to a still
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modest 19%, but the incumbent Croatian Telecom ireedaby far the dominant operator.
The liberalisation of the energy sector continueddvance gradually with the opening of the
electricity market to private households as of Iy 2008. While this marks an important
formal step towards more competition, the largelipuknergy company HEP remained de
facto the only energy supplier. Moreover, the regtiring of HEP has not seen any progress.
Overall, the reform of network industries made heay but the railway sector needs much
deeper restructuring in order to ensure its lomgrteiability and competitiveness.

The already large service sector increased iteesbfaotal output to 63%Agriculture’s share

of output declined further to 6.8% in 2007. Thershaf construction and industry together
accounting for around 32%, remained unchanged. cAljure's declining share of
employment fell to 13%, while industry and constioe rose to above 30% and the services
sector maintained its share of around 56%. Givenatready large service sector, there were
only marginal shifts in the sector structure of doenomy.

The small and medium-sized enterprise (SME) saxintinued to grow in 2007, representing
more than 40% of the corporate sector's total as66t2% of total employment and 65% in
total investment. SMEs generated more than 45% [P @nd accounted for an increasing
share (above 40%) of total exports. The governrdentded to extend the existing support
schemes for SMEs by adopting a new medium-termramme (2008-2012). However, the
sector continued to suffer from a cumbersome reégraframework and inefficiencies in
public administration. Access to longer-term finagcremained difficult, particularly for
newly established businesses. Overall, the SMEoséets gained in importance, despite the
remaining administrative obstacles.

State influence on competitiveness

The government has taken short-term measureseiaail the impact of higher energy prices
on households, such as increasing income tax afiogg and granting subsidies to the
electricity company. However, as price subsidies larked to the level of consumption, it
remains doubtful whether these measures will becatffe in targeting the most vulnerable
parts of the population. Also, they may risk distay necessary price signals. The role of the
Competition Agency in monitoring and controllinga&t aid has been further strengthened,
but the relatively low staffing levels continuedlde an urgent problem. The total amount of
subsidies in the 2007 and 2008 general governmetgdis remained high - at 2.6% of GDP -
and a large share has still been provided to lcssig companies. Horizontal aid accounts
for only a small share of total subsidies. Overstlite intervention in the enterprise sector
remained substantial.

Economic integration with the EU

Croatia is an open economy with total trade in goadd services representing more than
100% of GDP. Apart from the export of transport ipquent (mainly ships), tourism
continued to be the biggest source of export reegnepresenting almost 18% of GDP in
2007. The EU has continued to be the most impottading partner, although its share in
total Croatian exports and imports fell by a fewgeatage points to 60.9% and 64.8%,
respectively. At the same time, Croatia has expadunidetrade with neighbouring countries,
also reflecting ongoing regional trade integratidround 97% of FDI inflows originate from
EU Member States. Overall, integration with the EUthe areas of trade and investment
remained very high, and trade with neighbouringtoes has continued to grow.
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The average growth in real wages stood at aroundn32007, and remained in line with
estimated changes in average labour productivitih the result that real unit labour costs
remained largely unchanged. The nominal effectk@hange rate of the kuna appreciated by
3.2% as a result of strong upward movement ag#iestS dollar. In real effective terms
the kuna appreciated at a somewhat higher ratéo}3.@flecting a slightly faster growth of
domestic producer prices relative to producer grigleroad. Overall, standard indicators do
not point to significant changes in export pricenpetitiveness.

4. ABILITY TO ASSUME THE OBLIGATIONS OF MEMBERSHIP

This section examines Croatia’s ability to assuheedbligations of membership — that is, the
acquisas expressed in the Treaties, the secondarydégisland the policies of the Union. It
also analyses Croatia’'s administrative capacityintplement theacquis The analysis is
structured in accordance with the list of &}juischapters. In each sector, the Commission's
assessment covers progress achieved during thetingpgeriod, and summarises the
country's overall level of preparations.

4.1. Chapter 1: Free movement of goods

Good progress can be reported regarding alignnregeperal principles Croatia adopted in
November 2007 an Action Plan for compliance withidkes 28 to 30 of the EC Treaty, which
defines specific tasks for compliance, sets upetadates for national and local authorities,
and defines the necessary institutional structtorenable the removal of all measures having
an equivalent effect to quantitative restrictions imports and exports. This was a key
element in the accession negotiations on this ehapt

Good progress can also be reported in the aregaootontal measures Key horizontal
legislation and the Strategy for the implementatbtheacquisin the field of free movement
of goods were adopted in November 2007. The Stafegvides for a comprehensive
framework for effective implementation of EC legisbn, complemented by realistic
milestones and measures to enhance administrapacities. Nevertheless, particularly the
Law on Technical Requirements for Products and omf@mity Assessment and other
relevant horizontal legislation still need furtlaignment with theacquis especially with the
new frameworkacquisrelating to the marketing of products.

As regardsstandardisation,by the end of August 2008 the Croatian Standandsitlite
(HZN) had transposed 10,695 harmonised Europeanatds. The number of HZN staff has
increased to 61 as of September 2008. HZN is aiiatdf member of the European
Committee for Standardisation (CEN) and the Eurnp€ammittee for Electrotechnical
Standardisation (CENELEC). Further efforts are eededn the part of HZN to ensure the
timely adoption of its strategies and action plaswell as European standards, in order to
complete the preparations for CEN/CENELEC membprsby December 2008. The
reorganisation of the infrastructure of the techhicommittees is underway with 154
restructured committees as of end-August.

Concerningconformity assessmerthe ordinance on the form, content and graphieb®y of
the conformity marking (CE) for products confirmirgpmpliance with the prescribed
technical requirements entered into force in Ma§&0

As measured on the basis of producer prices
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In the area ofaccreditation the Croatian Accreditation Agency (HAA) has inlyJ2008
adopted its development strategy for 2008 — 20tlbag continued to promote accreditation
among governmental institutions responsible formfwarisation under the new and old
approachacquis By August 2008 HAA had accredited a total of 28 formity assessment
bodies. HAA has 22 permanent employees, 59 leagssgs (HAA employees and external
associates), 88 technical assessors (mostly ektessaciates) and 117 experts (external
associates). European Co-operation for Accredinaf{leCA) has started a pre-evaluation
process in June 2008 for granting the signatotystaf its multilateral agreement to HAA.

As regardsmetrology the National Strategy in the field of metrolog800Q7-2013) was
adopted at government level in May 2008. This ldnes foundation for the setting up of the
new metrology infrastructure, including the Natibhtetrology Institute, and for financing its
development. A regulation on the establishmenhefibstitute has been passed in June 2008,
and preparations for its setting-up have started.

Regardingmarket surveillancethere is some progress to report with regardht $tate
Inspectorate's administrative capacity and enfoetenmeasures. The Regulation on the
internal organisation of the State Inspectorate ammended in December 2007. This reform
allows recruitment of new market inspectors. lbatgroduced new departments, such as the
Department for European Integration, and expandedtope of work of others, such as the
Departments for Conformity Testing and for Consunfotection. Within the latter
department, two new sections were created: theddefor the Control of the Sale of Products
and Supply of Services, and the Section for PradNadtification and Information Exchange
(Rapid alert system for non-food products - RAPEX), which the National Contact Point
was established. Guidelines for the control of ttegle in and labelling of textiles and
footwear and guidelines for the placing on the ek personal protective equipment have
also been produced.

In terms of administrative capacity in the MinistfyEconomy, Labour and Entrepreneurship
(MELE), there has been progress in the Departmantnternal Market Coordination. The
department is responsible for alignment and implgateon of technical legislation, overall
policy coordination with other ministries and agescand for the application of Articles 28 to
30 of the EC Treaty. In the first quarter of 2068 hew organisation of the Department was
adopted and the number of staff was increased.to 20

Overall, as regards horizontal measures, basicctates for harmonisation with EU
legislation are in place. Further, appropriate capduilding measures are required to enable
Croatian institutions to become full members ofrslevant European organisations.

There has been some progress in sectors covert@ byl approach acquis most notably in
the field of motor vehicles, textiles and medicipabducts for human use and veterinary
medicinal products. Two Ordinances, on the pri@hgnedicinal products and on the criteria
for including products on the list of medicines pestively, were adopted in June 2008.
However, they seem to need amending to be fullypadile with theacquis Further efforts
are needed in order to reach full legislative atignt and necessary administrative capacity,
particularly with regard to pharmaceuticals, chatsccosmetics and motor vehicles.

Although the legislative alignment with theew and global approachacquis has been

advancing, many of the national alignment meashae® still to be verified. Further efforts
are still needed, particularly with regard to lowoltage equipment, toys, machinery,
equipment and protective systems intended for nseotentially explosive atmospheres,
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construction products, gas appliances, pressurégpregat and simple pressure vessels,
cableway installations, noise emissions by outdeorspment, emissions of pollutants from
non-road mobile machinery engines, and eco-designirements for energy-using products.

As regardsprocedural measures there is some progress to report. In June 2008at@
adopted a Regulation laying down procedures fomptiogision on notification in the field of
standards, technical regulations and conformitgsssaent procedures and of regulations on
information society services which aims at trangmp®irective 98/34/EC as amended by
Directive 98/48/EC. Secondary legislation has beelopted as regards acquisition and
possession of weapons.

Conclusion

Good progress has been made on alignment of lagishaith theacquison free movement
of goods. Although alignment with tlaequisin this chapter is well underway, some elements
are not yet in place. Adjusting the conformity a&sseent infrastructure and market
surveillance activities remains a major challern@matia needs to make considerable efforts
and continue the process of alignment with dlequisand its effective implementation and
enforcement, and develop before accession, polaies instruments that are as close as
possible to those of the EU

4.2. Chapter 2: Freedom of movement for workers

Some progress has been made in the aregasss to the labour marketAmendments to
the Act on Pension Insurance Companies and the &dymof Pensions Based on
Individualised Capital Savings were adopted in ©®et®2007 aiming at enabling cross-border
payment of pension benefits in the supplementangipe scheme.

Some progress can be reported on future partioipati theEURES network. Amendments
to the Act on Employment Mediation and UnemploymRights were adopted in July 2008
aiming at ensuring equal treatment of EU migrantkers and Croatian citizens as regards
assistance by the national employment office. Tigamisational structure of the Croatian
Employment Service is being adjusted and adminig&acapacity strengthened as regards
services related to mobility and free movementabblur. Gaps remain in the language skills
of potential EURES advisers and, with a view to ribguired connection to the EURES Job
Mobility Portal upon accession, in ensuring thatj@b vacancies of the Public employment
services are displayed on its public website and twrefore be made available for
publication on the Portal. In this area, Croatialieady moderately advanced.

There has been no significant progress amordination of social security systems
Sufficient administrative capacity has not yet bdeweloped to apply theecquisin this field.

Preparations are ongoing for the introduction & Buropean Health Insurance Cardas
from accession.

Conclusion

Some progress has been made on this chapter.shasabry level of legal alignment has been
reached. However, Croatia’s legislation is notipeline with the EU rules on access to the
labour market. Sustained efforts are also neededet@lop the necessary administrative
capacity, notably for the co-ordination of sociatgrity systems, which is a key element for
the accession negotiations in this chapter.
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4.3. Chapter 3: Right of establishment and freedom to povide services

Limited progress can be reported on tight of establishment The new Veterinary Act
adopted in 2007 removed certain restrictions, sasha requirement to hold Croatian
citizenship in order to exercise in private pragtiand will apply with effect from the date of
accession. The Law on pre-school education was @aaeim order to remove the distinction
between Croatian and foreign physical and legatiestfor the purpose of authorisation to set
up kindergartens in Croatia. Under the amended dmmstitutions, with effect from the date
of Croatia's accession to the EU, Croatian andigoregal and physical persons will have
equal right of establishment of institutions.

Numerous restrictions on the right of establishnstifitexist in many sectors, in the form of
citizenship, residence and disproportionate languagquirements, plus a mandatory
minimum duration (six months uninterrupted) fortaar economic activities and the one-
office rule.

There has been some progress regardinfréleelom to provide cross-border servicesThe

amendments to the Company Law (which were adopte@atober 2007 and entered into
force in April 2008) introduced a distinction bewweprovision of services on a temporary
basis and permanent establishment, hence makipgsgible for foreign entrepreneurs to
provide cross-border services without establisrangranch office. Cross-border company
mergers have been regulated, but the amendmemntsovbbecome applicable until the date of
accession. However, several restrictions that hangpess-border provision of services
remain in both general and sectoral acts. The aments$ to the Act on physical planning and
construction introduced some potentially discrinbima measures as regards EU companies.

Some progress has been made in the fieldostal serviceswhere the level of legislative
alignment is already relatively high. The StratégyPostal Services Market Development in
the Republic of Croatia and the Action Plan for iempentation of the Strategy were adopted
in March 2008. The Strategy proposes a timeframmefufdher liberalisation of the postal
services market in Croatia. The amendments to tstaPAct, which entered into force in
July 2008, strengthened the supervisory power efrégulatory body. With the adoption of
the Law on Electronic Communications the CounailPostal Services was merged together
with the Croatian Agency for Telecommunication®isingle Agency for Post and Electronic
Communications. The tasks and objectives regarthiegegulation of postal sector in Croatia
did not change with this transformation. Provisiars further liberalisation of the postal
market will not enter into force until 1 JanuarylPQ when the price limits and reduced
reserved area for items of correspondence up tg B0ll be in line with the EUacquis
According to the above mentioned Strategy it isisaged that the postal market would be
fully liberalized by the end of 2012. However, terclusive rights in the postal sector in
Croatia are broader than provided for in #uguisand there is not yet any possibility for a
natural person to apply for a licence.

Some progress has been madenmrtual recognition of professional qualifications,but
improvement still needs to be made. The Legal Beid@ Act was amended in September
2008, aligning with theacquis by allowing upon accession Eldwyers to provide legal
services and to dispense legal counsel in Croattdyding in the form of law firms, antb
establish subsidiaries. A new law has been adopt#dthe aim to align with commercial
agents' directive. The minimum training requirersefar the medical professions (doctors,
dentists, midwives, nurses, pharmacists) are satl in line with the acquis. As regards
dentists, the professional and academic title (istimlogy") used is not recognised under the
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acquis. The nurses training at secondary and higtieool level, the midwifery secondary
level education and the in-service training at%Heyear for pharmacists, all fall short of the
requirements set out in Directive 2005/36/E€gal or administrative provisions laying down
the minimum training requirements to be respectgdald training institutions are still
missing.

In September 2008, amendments to several actsimehlth sector were adopted to waive
Croatian citizenship requirements and to bring legg requirements in line with the aquis.
These changes will be applicable as of the acaeskite. The administrative capacity of the
authorities dealing both with mutual recognitionqufalifications and with coordination and
alignment with theacquisas regards freedom to provide services needs &irbegthened.
However, the preparations in the field of mutualognition of professional qualifications are
well on track.

Conclusion

Some progress has been made on this chapter, naiabihe right of establishment and

freedom to provide cross-border services. Howeftather substantial work is required in

order to align Croatia's legislation fully with thequisin this chapter, as various obstacles to
the right of establishment and freedom to provielises remain in both the general and the
sectoral legislation. Overall, alignment with thequisis at a reasonable level, although
considerable efforts are still required in some aareStrengthening of the related

administrative capacity is required.

4.4. Chapter 4: Free movement of capital

Some progress can be reported concercaqgtal movements.As regards real estate, the
administrative capacity of the Ministry of Justiesas reinforced in order to expedite the
processing of applications from foreigners for piegion to purchase. This has resulted in a
substantial reduction of the backlog of pendinguesgs from EU nationals. Procedures have
been speeded up for all applicants, applicatione l@en processed on a non-discriminatory
basis and transparency of the process has impréi@aever, in recent months a slowdown
in the processing of applications was noted. Asamdg other capital movements, some
discriminatory provisions still remain in Croatidegislation, in particular concerning
institutional investors, including “golden shareahd the use of assets in building societies.
Clauses that are not in line with the acquis havenebeen introduced in privatisation
contracts concluded during the reporting period.

There has been some progress in the area of payyseins. External payment operations
were further liberalised by allowing residents teely accept payments from non-residents
and to allow payments to non-residents in domestitency without any limitations. The
rules on statistical reporting of credit transatsiavith non-residents were modified in order
to remove capital restrictions.

As regards anti-money laundering (AML), the Croatian government adopted a
comprehensive action plan aimed at reinforcingléigal and institutional framework. A new
AML law was adopted in July 2008 and will enteriribrce in January 2009. It constitutes a
major step forward in strengthening Croatia's AMigime by aligning it substantially with
the acquis and Financial Action Task Force reconttagons. Some marginal amendments to
the AML legislation will be necessary to achievd alignment. Croatia ratified the Council
of Europe Convention on Laundering, Search, Seiamek confiscation of the proceeds of
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crime and on financing of terrorism. However, igtonal capacity needs to be strengthened.
Monitoring and supervision of reporting entitiesnans inadequate, especially outside the
banking sector, and the enforcement record (inopdonvictions, confiscations, seizures and
asset freezing) is still weak Moreover, furtheroe§ are required in improving anti-money
laundering legislation, ensuring effective implerta¢ion, strengthening the FIU and
improving inter-agency cooperation.

Conclusion

There has been some progress in this chapter, yrasmegards the processing of applications
for permission to acquire real estate by EU nateaad the adoption of an action plan and

new legislation in the area of anti-money laundgrdverall a reasonable level of alignment

has been achieved, although further efforts wilhbeded especially with implementation and
enforcement.

4.5. Chapter 5: Public procurement

Good progress can be reported in the area of inmgothe overall public procurement
system, includingyeneral principles deriving from the Treaty. The new Public Procuratme
Act entered into force in January 2008. This lawught Croatian legislation further in line
with the acquis in terms of the award of public contract and rerasdilmplementing
regulations were also adopted. Further amendmertgetPublic Procurement (PP) Act were
adopted in October. A New Concessions Act was adpted. In June 2008 the Government
of Croatia adopted a Comprehensive strategy omélelopment of the public procurement
system (including concessions and Public PrivatetnBeships) and an Action Plan outlining a
clear timeframe for each of the actions needegiiniic procurement reform, which is being
implemented according to its timeframe.

As regardsaward of public contracts, E-procurement regulations and their implementatio
require further development in order to increase tlansparency and efficiency of public
procurement. The level of knowledge of Public Prement legislation remains low and
further development of administrative capacityaguired both at central and local level. In
particular the procuring entities do not have emoligowledge of the legislation and of the
procurement procedures. However the strategy adopte June 2008 includes a
comprehensive training programme including all irred stakeholders.

Besides the relevant parts under the Public Prooemé Act there has been no further

development on legislative alignment in the areaeafiedies The competence of the State

Commission for the Supervision of Public ProcuremBrocedures does not yet cover

remedies on concessions. The State Commissiongtaislished a good reputation over the

last years. It has made some necessary staff t@emiis during the past 12 months and shows
a good track record in solving cases. To increasesparency all decisions of the State
Commission have been published on its web-siteesipril 2008.

Regardingadministrative capacitya government decision of March 2008 tasked the Mipist
of Economy, Labour and Entrepreneurship (MELE) witie responsibility for coherent
policy making, coordination and implementation leé public procurement system. In MELE,
the Directorate for Public Procurement System heenibset up to replace the former Public
Procurement Office. In order to ensure coherendel ®iclosely cooperates, both on political
and technical level, with other stakeholders of ph@curement system: Ministry of Finance
(concessions), PPP Sector at the Trade and InvestrReomotion Agency (TIPA)
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(implementation of PPP projects) and State Comuomssor the Supervision of Public
Procurement Procedures (independent review bodiygeShe government decision, all the
affected state authorities (MELE, Ministry of Fiman State Commission, TIPA) have
increased their staff.

Conclusion

Good progress can be reported in this chapter micpkar in terms of establishing the
necessary institutional set-up capable of manatiegublic procurement policy and in terms
of a adoption of a comprehensive strategy. Howeether legislative alignment is needed
and administrative capacity remains to be improaedll levels of the procurement system.
Emphasis should now be put on the proper and eféeanplementation of the new Public
Procurement Act. Anti-corruption measures also nieette embedded at all levels of the
system covering both the legal framework and itscfional application ensuring greater
transparency and efficiency.

4.6. Chapter 6: Company law

Further progress has been recorded in the fiewwipany law, where Croatian legislation is
largely aligned with thecquis The Act on Amendments to the Companies Act edter®
force in April 2008 except for the provisions oftiste 142, which will enter into force on the
date of accession of Croatia to the EU. The Coegifer Act was amended at the same time
in order to be in line with the provisions of th&sk Company Law Directive. A new
application connecting court registries into a Engatabase of registered entities has been
operational since April 2008.

The Bankruptcy Act, the Act on the Introductiontieé Societas EuropeéSE) and European
Economic Interest Group (EEIG) were enacted in Bat@007 and will come into force as of
the day of accession. An alignment with Councilddiive 2001/86/EC supplementing the
Statute for a European Company with regard to thelvement of employees is still
outstanding.

The Act on Takeover of Joint Stock Companies wddiglied in October 2007 and ensures
the implementations of the provisions of th& Tdmpany Law Directive.

There has been good progress in the fieldooporate accounting The new Accounting Act,
which had been adopted in October 2007, enteredfante in January 2008. The provisions
regulating the application of the International Acnting Standards (IAS) and the
International Financial Reporting Standards (IFR8Y the provisions regulating audit of
annual financial reports (mandatory for all largel anedium-sized enterprises and all other
listed companies or companies that are preparbd tisted) will be applicable as of Croatia's
accession to the EU. In March 2008 the new Crodtigancial Reporting Standards were
adopted. Ordinances on the layout and content n@i@naccounts and on register of new
accounts were also adopted). Overall, the levappfioximation with thacquisin the area of
accounting seems satisfactory.

The Tax Administration as the institution in charfge enforcement of the new accounting
Law received some training. However, the numbestaff remained unchanged.
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There has been limited progress in the fieldwditing. Work on the new Audit Act is at the
final stage. The Chamber of Auditors needs furtengthening to be able to ensure proper
implementation of financial reporting standards.

Conclusion

Overall, some progress can be reported in thistehaplignment with theacquisin the area
of company law is on track, but continued efforte aequired for implementation of the
recently adopted amendments regulating accountmd) sirengthening of administrative
capacity.

4.7. Chapter 7: Intellectual property law

There has been good progress in the fieldagyright and neighbouring rights. In January 2008
Croatia became a full member of the European Patent OffieO). An interpretative
statement on collective rights management socidtées been adopted, thus providing for
further alignment with the Eldcquis

The amendments to the Civil Procedure Act shortematiprocedures. Croatia still needs to
align its criminal procedural law with the Convemtion cyber-crime concerning copyright
and related rights. There has been some progressndustrial property rights, as
implementing legislation was adopted to completeldgislative framework. Minor changes
to legislation on patent, trade marks and topogespbf semiconductors are still needed to
achieve full alignment with the acquis.

Good progress can be reportedemfiorcement The State Intellectual Property Office (SIPO)
has developed the methodology for collection distiaal data on enforcement, which will be
used for the annual reporting. In comparison wité previous reporting period, there was a
significant increase in the number of misdemeanmoceedings launched in response to
investigations by the State Inspectorate. The Boawippeal within SIPO was appointed in
June 2008. Although numerous workshops and semimapsotection of intellectual property
rights have been held for judges and State atternfeyther specialised training for the
judiciary and overall awareness raising is stikahed.

As regards administrative capacity, guidelinesdpplicants were published by SIPO and an
information centre (INCENTIV) was opened in Janu&§08. Esp@cenet — an on-line

searchable patent, trademark and industrial dedggabase available to the public — was
completed in April 2008. As regards inter-institutal cooperation, the Customs Agency
started to notify the Ministry of Justice and that& Inspectorate regularly in the event of
reasonable suspicion of IPR infringements relateddods subject to customs procedures.
However, further efforts are needed to improve evafon between all authorities engaged in
IPR enforcement.

Conclusion

Good progress can be reported both on legislatigaraent and on enforcement. Alignment

with theacquisis at a very high level. However, some minor cleengre still needed. Further

efforts are required to strengthen the administeatapacity for enforcement of IP rights and,
especially, to raise awareness amongst stakeholfdendinued attention has to be paid to the
fight against piracy and counterfeit goods.
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4.8. Chapter 8: Competition policy

There has been no further alignment of Croatiamsli&igpon with theacquisin the field of
anti-trust includingmergers

As regards administrative capacity, in 2008 15 eauists and lawyers out of 45 employees
of the Croatian Competition Agency (CCA) were deglvith competition cases. Although
new personnel have been employed, there have ek &taff losses. There is a need to
increase CCA administrative capacity.

In the course of 2007 the CCA brought 56 substadgaisions in the field of antitrust and
mergers and in the first quarter of 2008 9 decsimere brought. . Of these there were 25
concentration cases, 24 of which were approved nditonally. One concentration was
conditionally approved in the retail and pressribstion sector. In addition, one prohibited
agreement was identified in the bus transport settwo cases of abuse of dominant position
were confirmed in telecommunications and pressidigion markets. In both abuse cases the
remedies imposed by the CCA were fulfilled by tmelertakings within the given deadlines.
In addition, the CCA has dealt with 27 cases peirgi to the promotion of the culture of
competition. In the first quarter of 2008 anothesubstantial decisions were adopted, seven
of which concerned mergers that were approved enfitist phase. In the second quarter of
2008, 16 decisions were adopted including 7 und¢mmdil approvals of mergers. The CCA
has continued to provide the Government with assests of draft laws as well as other
expert opinions.

The Misdemeanour Court in Zagreb has completedegdinogs against one undertaking
entering into a prohibited agreement with anotken. the first time a significant fine was

imposed both against the company and the respens@rsons. However, an efficient system
for imposing fines to allow CCA decisions to haveleterrent effect but also leniency and
judicial control have not been remedied.

Progress has been made in the arestaté aid

Croatia completed in June its state aid inventony provided data for all state aid measures
for the remaining sectors of aluminium, metal, ites{ leather and shoes, automobiles and
tourism.

An action plan with a clear timetable for alignmenthe aid schemes identified in the state
aid inventory as incompatible with the obligatiaesulting from the SAA was submitted to
the Commission in June.

With regard to the state aid enforcement recortlyéen 1 January and September 2008, the
CCA took 26 decisions and initiated ex officio moning proceedings to control that state
aid has been granted in compliance with the appkcaules and schemes.

In April 2008 the CCA expressed its positive opmion the scheme of a regional state aid
map in accordance with its compliance with thequis The map was adopted by the
Government in May 2008. This adoption facilitatée tphasing out of incompatible aid

schemes and their replacement with compatible stippeasures. This is in particular the
case with the Investment Promotion Act and its anpénting provisions that entered into
force in 2007, and a series of incompatible fisidl measures for which full alignment with

theacquiswas achieved in June 2008.
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In the shipbuilding sector, the CCA carried oufFgbruary 2008 an analysis of six proposed
restructuring plans for the time period from 2002012. The CCA concluded that it was not
possible, on the basis of these plans, to estabhghprospects for long-term viability under
market conditions. This assessment was submittédetdMinistry of Economy, Labour and
Entrepreneurship (MELE) which revised the restrng plans and submitted new ones to
the CCA and to the Commission in May 2008. In thene month, the government adopted a
Decision to privatise all Croatian shipyar@eps taken thus far by Croatia do not provide a
sufficient basis for ensuring compliance with EW &AA rules

In the case of the steel industry, good progressblean achieved in the privatisation process
of the two steel mills. On the basis of individinisiness plans submitted by the mills and
assessed by the CCA, the National Restructuring falathe steel industry was revised and
adopted by the government on 30 June 2008. Providgédome minor adjustments are made,
the National Restructuring Plan for steel of 30eJAA08 is acceptable in terms of Protocol 2
to the Stabilisation and Association Agreement.

Conclusion

Some progress has been achieved on this chapfaartioular as regards state aid to the steel
sector as well as the drawing up of a regionahaagh and the alignment of fiscal aid schemes
However, significant efforts are required in partes as regards restructuring aid to the
shipyards, which must be addressed in the confakieo foreseerprivatisation.

4.9. Chapter 9: Financial services

There has been substantial progress in the fielthoks and financial conglomeratesThe
Credit Institutions Act and the Act on Electroniomey were adopted in September 2008 and
related regulations are expected to be completeithdoend of 2008. The Acts and expected
subordinate legislation aim to fully align Croati@anking legislation with thacquis in
particular with the Capital Requirements Directiidhe Acts will enter into force as of
January 2009; however credit institutions shoulidstdheir operations to the requirements of
the new law by 1 July 2009, while some provisiondi wecome applicable only upon
accession. The framework for risk-focused supeswmisis still evolving, but the current
supervisory techniques and risk management prosaelsaot appear to pose any risks for
successful Basel Il implementation. Home-host stipery coordination has been improved,
although more emphasis needs to be put on crossrsecoperation and cross-border
coordination for crisis preparedness and managemdmt process of transforming savings
and loan co-operatives into credit unions or savingnks continued at a good pace.

The Croatian Financial Services Supervisory Age(idfNFA) and the Croatian National
Bank (HNB) are in the process of adoption of appetp ordinances for layout and the
content of annual accounts for entities under thgnervision.

There has been some progresdinancial market infrastructure . The Law on Settlement
Finality in Payment Systems and in Systems forl&a#nt of Financial Instruments was
adopted in September 2008 with the aim to aligrhlite acquis . Insolvency and finality
rules were aligned with thacquis The Act will enter into force in January, althbug
provisions relating to allowing the provision ofgees by EU credit institutions by means of
the EU passport will be applicable upon accession.
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Some progress can be seen in the fieldnstirance where Croatia's legislation already
complies to a large extent with the Eldquis New Insurance Act was adopted in July 2008
with the aim of aligning in particular with the nsuranceacquis In October 2007 the Law on
Pension Insurance Companies and Payment of PeAsiouaities on the Basis of Individual
Capitalised Savings was amended. It introducesigions allowing a Member State entity, as
sponsor, to procure their pension insurance forleyeps in Croatia and voluntary pension
funds of MS to operate in Croatia, as of the ddt€matia’s accession to the EU. It also
enables pension payments to be made from Croatidsid Member States without limitation
and regulates in more detail the protection of right to a pension after membership of a
pension fund is terminated. The Law also allowsra@rmediary to be insured by an insurer
from an EU Member State and the European Econome@,fas from the date of Croatia’s
accession to the EU. HANFA continues to adopt reangssecondary legislation to complete
new legal framework.

Some progress can be reported in the areseadirities markets and investment services
The new Capital Markets Act was adopted in July&80d will enter into force on 1 January
2009, except for some provisions that come effectig of Croatia’s accession into the EU.
The law aims at full alignment with the acquis doksees the establishment of the Fund for
the protection of investors, which would includeialestment companies. HANFA has also
adopted a number of implementing measures.

As regardsadministrative capacitythe National Bank’s Prudential Regulation and IBan
Supervision Department continued to increase stafibers (reaching 105 in total). HANFA
has strengthened its supervision department, bingdd new staff over the last year; it now
has 122 employees, most of whom deal with supenvisasks. Monitoring of trade on the
Zagreb Stock Exchange was improved with the imptaateon of a new trading platform.
HANFA has taken robust enforcement action in sdvesaes, including the suspension of
dubious trading in shares of a high profile compamansparency of the insurance market
was increased: all insurance companies were obtmedbke their data available online for a
period covering the previous three years. The Reged Leasing Objects, incorporating data
on approximately 140,000 leasing objects (vehiclessels, aircrafts, machines and other
equipment) became operational in October 2007 anadvailable on HANFA’s web site.
Nevertheless, some weaknesses remain. Disclosurdinahcial statements by listed
companies remains inadequate. The rules to prewariket abuse are not always clear, and
enforcement of these rules needs to be furthengitnened. Pursuant to changes in the
Misdemeanour Act and in both insurance and seeariggislation, HANFA can not only
propose but also directly impose pecuniary sanstioMore generally, HANFA's
administrative capacity and its arrangements forsatiation with the private sector need
further strengthening.

Conclusion

Good progress can be reported on this chapterslagige alignment is well underway, but
additional attention is needed regarding its prdpglementation. Both of the supervisory
authorities, i.e. the CNB and the HANFA, need ttemsify their efforts to improve their
supervision function and consultative interactidthwhe sector.

4.10. Chapter 10: Information society and media

There has been significant progress in the field etdctronic communications and
information technologies An Electronic Communications Act was adopted ineJ@608. It
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is a significant step forward towards completingrainent with theacquisin this field, which

is a key element for the accession negotiatioribighchapter. Liberalisation of the sector has
progressed significantly, in particular in the ldband market (growth of 53.7 % in 2007
compared to 2006 with a notable increase in unlaehidiops), as well as in the fixed market
with some emerging competition. Ported numbersenfixed and in the mobile markets have
also increased significantly. As a result of tlasgeneral decrease of prices for private and
business users has been observed. However, alththegimobile market continues to
represent the driving force behind the developnantelecommunication services in the
country with a penetration rate of about 120% atehd of the second quarter of 2008, the
issue of construction permits and site sharing inoes to create difficulties. This could
endanger the future expansion of the mobile market.

The Croatian Telecommunications Agency has enhaiteedpacity and organisation, among
others through the creation of a new Section fongDmer Protection and Network Security
in November 2007. Since July 2008, after a mergih whe Postal Services Council, it
operates as the Croatian Post and Electronic Comcations Agency. However, there is not
sufficient transparency in enforcing regulationg f&ecuring competitive safeguards to
alternative operators, including cost accountingl atcounting separation obligations
imposed on dominant operators. Preparations iratieia are well advanced.

Substantial progress has been made in the aieéoahation society servicesand electronic
commerce. An Act on Amendments to the Electronion@®rce Act was adopted in
May 2008 and an Act on Amendments to the Electr@mgmature Act in July 2008. The new
Law on Electronic Media ensures protection of cbadal access services in line with the
acquis A Strategy for the Development of Electronic Biesises for the period 2007-2010
was adopted by the Government in December 2007 aasdrategy from switching from
analogue to digital broadcasting of TV programmmeduly 2008. Preparations in this area are
reaching completion.

Good progress can be reported also in the fieldawdiovisual policy. The remaining
amendments to the Law on Electronic Media were ebm March 2008 bringing it in line
with the Television without Frontiers Directive aatlowing the participation of Croatia in
the Media 2007 programme. The Law introduced atsnesimprovements in the regulatory
framework including some safeguards against paliiicterference and the promotion of self-
regulation in the media. Public debate on medigslaipon, held during spring 2008, ended
with a conclusion that the present legislative fearark provides for a professional and
independent functioning of the HRT Programme Cduamtdl the Electronic Media Council.
Nevertheless, some interference in the media lap#gsdy mainly economic and partly
political interest groups has continued. As regadisinistrative capacity, a Media Desk was
established within the Audiovisual Centre at thenistry of Culture as a support structure for
the implementation of Media Programme 2007 (2001320Preparations in this area are well
on track.

Conclusion

Substantial progress has been made in this chaggpecially as regards legal alignment.
Important steps have been taken towards liberaisatf the electronic communications

market and towards media reform. However, althoaghood level of alignment with the

acquisin this chapter has been reached, the substamtigtgss already made in regulation
needs to be sustained for due functioning of teetednic communications market.
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4.11. Chapter 11: Agriculture

Limited progress was achieved as reghatizontal issues The implementation of the
Integrated Administrative and Control System (IACB) still at an early stage. A
comprehensive strengthening of administrative d#pacluding staff recruitment and
training as well as establishment of appropriatmiadctrative procedures, is needed in order
to ensure that direct payments for farmers candoellled correctly from the day of accession.
A National Programme for the development of thed_&arcel Identification System (LPIS)
was adopted in November 2007. Currently, prepayaactivities for the implementation of
LPIS in the whole territory of Croatia are in pregs, but efforts need to be enhanced.
Preparations for the Paying Agency are at an etalge. A project is on-going as regards the
Farm Accountancy Data Network (FADN), but the pregian for further alignment with EU
methodology needs to be accelerated.

As regardsommon market organisation some progress can be reported on the preparation
of certain sectors. The present system for supmpiind regulating agriculture in Croatia
differs substantially from the reformed Common Agtiural Policy as coupled direct
payments still constitute the largest part of malaid. Enhanced preparations are required as
regards the administration of quotas, price repgrtmonitoring and in particular the EU's
system of de-coupled direct payments. Some prognassbeen made in preparing the
vineyard register.

A national strategy for rural development has been adopted in May 2008, which foresees
the implementation of a national investment supotieme complementary to EU funds
provided under SAPARD and IPARD. Croatia has cargthto make progress to absorb EU
funds under the SAPARD programme. However, it &itles difficulties regarding validation
of implementing procedures. A rural developmentgpamme under the Instrument for pre-
accession, IPARD, has been approved by Commissemisn in February 2008. Based on
experience from SAPARD, progress has been madesoaing the setting-up of a monitoring
system, the legislative framework for operating tm@naging authority as well as the
appointment of the managing personnel. Howeverstantial effort will still be necessary in
order to achieve the accreditation of the IPARD #geand conferral of management powers
by the Commission which is expected in the firsif lid 2009. The implementation of
SAPARD and IPARD creates a good basis for thengetip of the administrative structures
for rural development that will be required aftecession. It is however crucial that these
preparations are enhanced.

Croatia is well prepared for accession in the aofapiality policy andorganic farming. A
new Act has been adopted for the transposition@fnCil Regulation (EC) 510/2006 on the
protection of geographical indications and desigmatof origin for agricultural products and
foodstuffs.

Conclusion

Progress in this chapter has been very uneverhdnateas of quality policy and organic

farming the situation is already well advanced.rural development, good experience has
been gained in the context of pre-accession assestélowever, the capacity of absorption of
EU funds under pre-accession Rural Developmentrpnognes needs to be improved. Efforts
need to be substantially intensified in relatiorhtwizontal issues especially with regards to
the Paying Agency and IACS including the LPIS. Tnesent system in Croatia for support

linked to production differs from the reformed CAFhis issue should be addressed urgently
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and alignment of the support system commermceatder to prepare a smooth transition to the
CAP.

4.12. Chapter 12: Food safety, veterinary and phytosanitey policy

The Strategy for Transposition, Implementation &morcement of theacquis for Food
Safety, Veterinary and Phytosanitary Policy, addpteMarch 2008, provides a framework
with detailed time schedules and action plans and ikey element for the accession
negotiations in this chapter. It will be an instemh for the comprehensive work that is still
required to ensure full compliance in this fielddre the day of accession.

As regardgyeneral food safety,Croatia has made good progress in adopting implengen
ordinances based on the Food Act that is alreadgompliance with EU requirements.
Substantial efforts are however still required tepare secondary food safety legislation.
Further efforts are required to ensure the necgsshministrative and control capacity.

Good progress has continued in teterinary field based on the Veterinary Act that is
already in accordance with EU requirements. Witgard to animal identification and

registration of animal movements, which are keymelets for the accession negotiations,
measures have been adopted with a view to enstwenpliant system for identification and

registration of bovines. Implementing activitiesvlastarted for pigs, ovine and caprine
animals.

Good progress has been made in the control of IC#sSwine Fever by the adoption of an

action plan for control and eradication based @wmvaccination approach. The action plan
which is a key element for the accession negotiaticontains all necessary elements
including reinforcement of the administrative capa®f the diagnostic laboratories and

intensified controls. Substantial well-targetedog will be required to ensure the correct
implementation of the action plan.

Good progress can be reported with regard tgtheing on the market of food and feed
Croatia carried out a first assessment of all fesdablishments with regard to their
compliance or non-compliance with EU standardssas a key element for the accession
negotiations and will enable the setting up of domal programme for the upgrading of
establishments for food of animal origin, such Esighterhouses, meat processing plants,
dairies, and fish. The large majority of these ldgghments (including those for animal by-
products) do at present not fulfil EU structuradjugements and comprehensive efforts are
required to bring them into compliance with EU stwal requirements at accession. Efforts
are also required as regards the quality of raw.mil

In the field ofanimal welfare, only limited progress has been made.

Good progress continued in the areglytosanitary issues with the adoption of secondary
legislation and the start of implementing actistieotably for a plant passport system and
authorisation of plant protection products. Progréss continued in the sector of plant
protection products. Registration of products apuired by theacquiscommenced in late
2007. A strategy was adopted for the InstituteFfiant Protection in Agriculture and Forestry.
Work has continued to enhance the capacity of @aytibary inspectors and the necessary IT-
systems. In the seed sector programmes relatitigettesting for Distinctness Uniformity and
Stability (DUS) of varieties registered in the Ciaa list of agricultural varieties have been
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set up. Substantial efforts are still requiredha phytosanitary field, in particular as regards
adoption of implementing legislation and the stteeging of administrative capacity.

Conclusion

Good progress has been made overall in particuiéin the passing of implementing
legislation. Further efforts are required in par# as regards animal welfare, as well as
strengthening of the administrative and inspectiapacity.

4.13. Chapter 13: Fisheries

Some progress can be reported in the areasesfurce and fleet managementand
inspection and control Implementing legislation concerning landing dealimns and sales
notes entered into force in January and June, cagpely. The Fisheries Directorate was
restructured in March to cover the main areas ef@Glommon Fisheries Policy better and a
three-year employment plan was adopted. The newsigbished coast guard service has
taken on certain responsibilities for fisheriespetion. Some differences from thequis
remain in Croatia's technical measures for resonraragement. Gaps in fleet management
include the absence of an entry-exit scheme. lastah of the satellite based vessel
monitoring system (VMS) on board of the vesselsceomed and establishment of the
fisheries monitoring centre (FMC) need to be corgule The administrative capacity and
equipment of the fisheries inspection services iregaubstantial strengthening. Overall,
preparations in the area of resource and fleet geanant and inspection and control have
started.

Limited progress can be reported orarket policy. Wholesale fish markets have been
developed in Rijeka and Pd¢reCroatia does not yet have producers' organisatemd
currently uses different marketing standards. Regqmas in this area have only just started.

There has been no particular progresstoactural action andstate aid Croatia still needs
to set up and strengthen the institutional framéworimplement the EU's structural policy
and to prepare the required strategy documentsilllialso have to end state aid which is
incompatible with thecquis,such as the current fleet modernisation programme.

No particular developments can be reported in tha afinternational agreements Croatia
is generally implementing the recommendations iddnethe relevant international fisheries
organisations, such as the GFCM and ICCAT.

Conclusion

Croatia has made some progress in the field oefish. Overall, preparations have started.
Gaps remain in the areas of fleet management, e¢tispeand control, structural action and
state aid. Croatia will need to step up its efftotslose these gaps.

4.14. Chapter 14: Transport policy

Some progress can be reported in the fieldoaid transport. The Law on Road Traffic
Safety and the Law on Maximum Working Time, CompuysBreaks for Mobile Workers
and Road Transport Recording Equipment was adoptetay 2008.
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The Government adopted the decree to increasddfietthe Ministry of the Sea, Transport
and Infrastructure by 350 new employees, but tmeiidtrative capacity to enforce the rules
relating to road transpoacquis including roadside checks is inadequate.

There has been some progress in the arealdfansport . Croatia signed the "Addendum to
the Memorandum of Understanding on the Developnoénthe South East Europe Core
Regional Transport Network for a South East Europ&ailway Transport Area" in
December 2007. The railway network statement has fmiblished in December 2007.
Subordinate regulations remain to be drafted ireotd achieve alignment with tlaEquison
safety and interoperability. Following the adoptmfrthe Railway transport safety act in 2007
the Ministry has formed working groups for draftitihg necessary implementation rulebooks.
The Croatian Parliament adopted in March 2008 tretioNal programme for railway
infrastructure, covering the period of 2008-2012rt@in aspects of the railway reform as
regards the railway institutions and full indepemcke of the essential functions remain to be
completed.

There has been some progress in the aremland waterways transport. The Act on
navigation and inland waters harbours was adoptedcitober 2007. In May 2008 Croatian
parliament adopted the Inland waterways transpoateg)y for the period 2008-2018. The act
addresses the recognition of EU vessel and boatnsasertificates, as well as access to the
market. The first stage for deploying river infotma services has been completed and
further preparations in this area are underway. |&Vhelevant Ministerial regulations still
remain to be enacted, the basic legislative frankwas been aligned.

No progress can be reported in the field@mbined transport

Some progress can be reported in the areairdfansport. The Act amending the Act on
obligatory and property legal relations in air fi@fwas adopted in May 2008. Croatia has
also ratified in May 2008 the European Common AgratAgreement (ECAA), whose first
transitional phase remains to be implemented. Whlisrequire some efforts and structural
changes in the Ministry/Civil Aviation Authorityfrurthermore theCivil Aviation Agency
capable of effectively enforcing th&cquis has not yet been operationally established, a
supervisory authority for air traffic control hastryet been designated, the Single European
Sky legislation has still to be enforced, as wsltlde ban on Chapter 2 aircraft, legislation on
ground handling and slot allocation has not yemnbaéned with the relevant Community
rules.

Good progress can be reported in the aremafitime transport, in particular regarding
safety issues. However, the detention rate of @nodtagged vessels following port State
controls in the area covered by the Paris Memonanadéi Understanding remains high.
Croatia has adopted in July 2008 the amendmeritetmaritime code as regards registration
of ships and yachts. The maritime transport markatains largely closed. Legislation on
maritime cabotage remains unaligned withdbgquis.

As regards thestate aid in this sector Croatia has not yet aligned itsslegion with the
relevant case law of the Court of Justice.

Croatia intends to take part in the activities lvé Galileosatellite navigation programme
when operational.

Conclusion
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Overall, there has been progress on alignment thigtacquis. Croatia needs to establish a
competent and effective railway regulatory bodyhdis to separate the essential functions
from the entity providing transport services. Aesgfauthority as well as investigation and
notified bodies need to be set up as early as lgesgturther alignment with Eldcquison
road transport and on the establishment of comnubes rfor certain types of combined
transport of goods is needed. An action plan ferrdpid implementation of the EU aviation
legislation including reinforcing administrative pacity is required as well as alignment of
the remaining legislation with that of thequis

4.15. Chapter 15: Energy

There has been little progress in the areaseaxfurity of supply. The mandatory 90-day

average of stocks has not been reached. The Coonpultocks Agency is in operation.

There are no developments in relation to the dastabknt of a crisis management body or
emergency plans. There have been limited develofsman relation to legislation on

authorisation for prospection, exploration and pidabn of hydrocarbons.

There has been progress in the area ofriteznal electricity market. Since July 2008 the
electricity market has been opened for all custamidowever, in practice HEP remains the
only supplier of electricity on the market. Theravd been no developments in relation to
HEP’s privatisation. With Croatia's entry into tirder-TSO compensation mechanism, all
transit fees have been abolished. Preparatiofssatea are advancing.

As regardghe state aid Croatia has not yet aligned its legislation witlke televanacquisin
this area.

Only limited progress can be reported in the afesenewable energy source§RES). The
2008 target of biofuels for 2008 has been setZit%.of the overall fuel consumption on the
domestic market.

Administrative capacity in energy efficiency and REeeds significant strengthening.

There has been progress regarding gas maikedementing legislation related to liquefied
petroleum gas (LPG) has been adopted. INA remai@hly supplier of natural gas in the
country.

Limited progress has been made in the fieletrérgy efficiency Implementing legislation
related to energy labelling of household appliantas been enacted. Croatia still needs to
ensure compliance related to high-efficiency cogaten (CHP), energy end-use efficiency
and energy services. No progress has been madansposition of thacquisrelated to the
energy performance of buildings.

Progress has been made in the fieldnatlear energy. A fund for covering Croatia's
liabilities in connection with the decommissionirmf the Krsko Nuclear Power Plant,
including the disposal of radioactive waste andnspeiclear fuel, has been established.
Implementing legislation related to the disposall ananagement of radioactive waste,
protection of citizens and the environment, moimitgrof imports and exports of materials
which may contain radioactive sources has beenesadowever, the disposal of all types of
radioactive waste is still a pending issue.

Progress has also been achieved in the areacdéar safety and radiation protection.In
the area of radiation protection, the National Rlad programme of protection from ionising
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radiation has been adopted. Implementing legisiatadated to the monitoring of radioactive

substances in the environment, food, residentidlveorking environments has been adopted.
In addition, implementing legislation in the measuent and protection of workers and

citizens exposed to ionising radiation, quality utmaace and other issues related to
radiological and physical safety of sources ofsomg radiation has been ratified. Progress in
this area is advancing well.

A new organisational structure for the State Offi@eNuclear Safety, and actions to further
align the legislation on radiation protection witte acquis, are underway. However, further
efforts are required to strengthen administratapacity of the nuclear regulatory bodies and
to ensure adequate division and coordination opamesibilities between the Ministry of
Health and Social Welfare and the two State Offiés Nuclear Safety (SONS) and
Radiation Protection (SORP).

Overall, alignment with thacquisis well advanced.
Conclusion

Overall, there has been good progress. Howevenifisgnt efforts are still needed to align
with the acquis particularly in energy efficiency. Sustained effowill also be needed for
meeting Accession Partnership priorities relatethéostrengthening and the independence of
the regulatory authority and administrative capaadi particular in energy efficiency and
renewable energy sources.

4.16. Chapter 16: Taxation

No progress can be reported in the aremdirect taxation. Croatia's legislation on VAT
remains partially in line with theacquis Substantial changes are needed, in particular as
regards reduced or zero rates, the scope of theeddates and of exemptions, the exclusion
of free zones from the fiscal territory, the spesi@Ehemes and the lack of legislation on VAT
refunds to non-established traders. On exciseglatibstantial changes are needed on product
coverage, rates and duty suspensions. In Octolregti@ agreed with the Commission a
solution for eliminating the discriminatory elemgiwff its excise duty system for cigarettes, so
to address its incompatibility with the SAA. In theea of indirect taxation Croatia has not
addressed the Accession Partnership priorities.

No progress has been made in the aredirett taxation, where Croatia has not addressed
the Accession Partnership priorities.

No progress can be reportedamministrative cooperation and mutual assistance

There was some progress witiperational capacity and computerisation The excise
department in the customs administration was rewosgd into four units, to mirror the
structure of the EU legislation. Attention shoulé Ipaid to adequate staffing of this
department, with a view to establishing the systemmovement under suspension. Work on
IT interconnectivity has progressed, albeit witimgadelays, and projects to develop the VAT
information exchange system and the excise movepmnitol system have started. Both the
tax and customs administrations remain heavily ddget on external expertise on IT matters
and in need of reinforcement of their internal cajya

Conclusion
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There has been very limited progress on this chapte progress was made on legislative
alignment. Even though the overall structure of tiwe legislation is similar to thacquis
substantial efforts are required in all areas. Gadaas agreed with the Commission a solution
for eliminating the discriminatory taxation of crgétes. Substantial further efforts are also
required to strengthen the administrative capatittuding regarding IT interconnectivity.

4.17. Chapter 17: Economic and monetary policy

Significant progress can be reported on alignmeith whe acquis governing monetary
policy. Croatia adopted a revised Law on the CroatianoNat Bank (CNB) aimed at full
alignment to the relevardcquis The new Law provides for the full independencetha
central bank, in particular by clarifying the issoleaccountability of the central bank. The
new law also regulates its future integration ithe European System of Central Banks.
Furthermore, the new legal framework strengthemsitistitutional, financial and personal
independence of the CNB.

Good progress was made regarding the eliminatiahefegislative provision providing for
privileged access for public authorities to finaadnstitutions In March 2008, amendments
to the Act on the Croatian War Veterans and thamify Members Fund were adopted. As of
the date of Croatia’s accession into the EU, thedRuay invest its assets not only into debtor
securities of the Republic of Croatia and secwitiee Republic of Croatia is guaranteeing but
also into securities issued by the EU or OECD merstaes without restrictions. However,
some provisions that give rise to privileged accéss public authorities to financial
institutions still remain in Croatian legislatiamptably in the Deposit Insurance Act.

In March 2008 the Croatian National Bank (CNB) &s$ua Decision providing the legal
basisfor establishing a National Centre for Fighaist Counterfeiting, a National Centre for
Analysis of Bank Notes and a National Centre foalsis of Coins, within the CNB. The
purpose of these centres will be to undertake amgement measures for the prevention of
counterfeiting and detection of counterfeited cansl bank notes. Currently these tasks are
performed by a unit in the Ministry of Interior. €nall, preparations in the field of monetary
policy remain well on track.

In the area oEconomic policy the country has made some progress in its alighmigh the
acquis,particular in improving the institutional and teatad capacity for setting up medium-
term macroeconomic and fiscal frameworks. Croatianstted its fourth Pre-Accession
Economic Programme, covering the period 2008-20d0December 2007. It presents a
largely sound and coherent medium-term macroecanamd fiscal framework and a broad
agenda for structural reforms. Croatia submittedaurth fiscal notification in March 2008.
Reporting of fiscal data on the basis of ESA 95 imagroved. However, with respect to
policy implementation, an ad-hoc approach to ecaagmlicies has often prevailed and a
deepening of structural reforms has not figured mgnihhe governments' top priorities. The
structural reform agenda has moved slowly and thaseoften been a gap between legislative
intent and actual implementation. Policy coordiotivithin the government as well as the
government's communication with the Croatian NatioBank (CNB) has not been
systematically enforced. Overall, in the field @oaomic policy Croatia has made further
progress in designing medium-term economic policgtegies, but the actual implementation
of core reforms has often been weak..

Conclusion
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There has been significant progress in the areeacohomic and monetary policy. Overall
alignment with theacquisin the area of economic and monetary policy id a@¥vanced.

4.18. Chapter 18: Statistics

Good progress can be reported concerningtifiigstical infrastructure. The Central Bureau
of Statistics (CBS) has been placed under the tdiesponsibility of the Prime Minister. This
will strengthen its coordinating role. Also the lgetl of the CBS for 2008 has been
substantially increased. The Annual ImplementaBtan for Statistical Activities in 2008 and
a programme of statistical activities covering 2080&12 (mid-term plan) were adopted in
May 2008. Cooperation between the CBS and the otfa@n producers of official statistics
has improved. As regards administrative capacitgew Director General of the CBS was
finally appointed in May 2008. Individual trainimqgans for CBS staff are being developed.
However, there has been only little progress inatieial increase of staff. Most of the new
posts have not been yet filled. Notably the IT d#pant has suffered a high rate of
departures of skilled staff and has a lot of profdan recruiting new staff. Moreover, the
reorganisation of the regional statistical offites not yet taken place, and the preparation of
a dissemination strategy of statistics is advanoimg moderately. The Accession Partnership
priority has been partially met. Preparations is Hrea are on track.

Little progress can be reported in the fieldctassificationsand registers. The classification
according to NACE Rev.2 has not been implementedtduT staff shortages. The quality of
the business register is being improved but remi@ingom satisfactory. Preparations in this
field are only moderately advanced.

Good progress has been made in the aresaaibral statistics As regards social statistics, a
national methodology for a survey on income anth¢j\conditions is being developed. Good
progress has been achieved in labour force staiggovernment finance statistics, external
trade statistics and in the timely transmissiondafa to Eurostat. Concerning agricultural
statistics, some progress has been made, in dartiasith a view to obtaining comparable
agricultural structure, agromonetary and dairy ddavertheless, the methodology and
organisational set-up for collecting agriculturitsstics are not yet in line with tleequis In

the area of macro-economic statistics, key natiagabunts indicators and the methodology
used are still not in line with thacquis (ESA 95). These are, together with agricultural
statistics, key elements for the accession negmigion this chapter. The structural business
statistics are being revised with the objectivepadviding data on all sectors, including at
regional level. However, a full alignment of thesmess statistics with the acqlias not yet
been completed. The Accession Partnership pritwdty been partially met. Preparations in
this area are well on track.

Conclusion

Overall, good progress has been made on modernisiagstatistical infrastructure. A
satisfactory level of legal alignment has been edc However, gaps remain in terms of
strengthening the administrative capacity for peddg statistics. As regards sectoral
statistics, the key areas of agricultural and m&oa@nomic and business statistics are not yet
in line with the acquis. Continued efforts are regg to align legislation with the acquis and
to implement and enforce it effectively.
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4.19. Chapter 19: Social policy and employment

There has been limited progress in the aredabbur law. Amendments to the Act on
Employment Mediation and Unemployment Rights wedepted in July 2008 aiming at
addressing shortcomings in the field of part-tin@ky Legislation aiming at transposing the
acquis in the areas of European Works Council, the Elanp€ompany, the European
Cooperative Society and the protection of employedabe event of the insolvency of their
employer has been adopted. As regards administratpacity, a new Regulation on the
internal organisation of the Ministry of Economyadour and Entrepreneurship (MoELE)
was adopted in March 2008 in view of strengtherthrey organisation of the Directorate for
Labour and the Labour Market and hiring additiosialff, but its implementation is lagging
behind. In general, shortcomings persist as regédal alignment and administrative
capacity. The amendment of the Labour Act is setilistanding. This is a key element for the
accession negotiations on this chapter. The Stafmettorate is lacking appropriate resources.
Preparations in this area are on track.

Good progress can be reported in the fieldhe&lth and safety at work The Act on
Amendments to the Occupational Safety and Healthwis adopted in July 2008. This is a
key element for the accession negotiations onctiégpter. Legal alignment has continued also
with the adoption of legislation aiming at transpgstheacquison use of work equipment,
on minimum requirements for work on board fishirgssels, on noise, on electromagnetic
fields and on temporary or mobile construction ssitéiowever, implementation and
enforcement capacity is still not sufficiently deymed, and sufficient funding of
implementation remains a problem. The Labour Inpate is not sufficiently mobile either.
In order to remedy the situation, the Regulationtloa internal organisation of the State
Inspectorate was amended in December 2007 allof@ingn additional hiring of 53 labour
inspectors (27 in the area of labour relations &6din the area of safety at work).
Preparations in this area are well underway.

As regardssocial dialogue there has been some progress. Tripartite so@iggilie is already
well established, and the influence of social djal® on the decision making process and
policy design has slightly improved. Tripartite bdalialogue has resultethter alia, in the
Act on minimum wage. Awareness-raising and trairaegvities have continued, especially
as regards mediation of labour disputes. HoweMee, éxisting autonomous collective
bargaining still takes place mainly at company leSectoral social dialogue continues to be
poor, and agreements at this level are rare. Repta@s/eness criteria for participation of
trade unions in collective bargaining have not bedopted yet. The capacity of social
partners continues to be weak. Preparations irateis are moderately advanced.

Good progress has been made in the areampfiloyment policy. The Joint Assessment of
Employment Policy Priorities (JAP) was signed inyM#08. It examines the main strengths
and challenges for the Croatian labour market withiew to EU accession and Croatia’s
future participation in the EU employment stratedy. the framework of the National
Employment Action Plan for 2005-2008, funds earredrfor the implementation of active
labour market measures under the 2007 Annual Rrogeafor Employment Incentives have
been increased. The fight against undeclared waskcbntinued allowing a continuing rise in
the employment rate (57 % in 2007 compared to %5id4 2006). The unemployment rate has
continued to fall (9.6 % in 2007 compared to 11.2192006). However, youth and long-term
unemployment remain persistent challenges. Alstonad) disparities are still considerable,
and the qualification and skills levels of the Graa labour force are lower than in the EU.
Preparations in this field are well on track.
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There has been some progress in the preparationsgf&uropean Social Fund Activities
are ongoing to refine the internal procedures ancbimplete the setting up of administrative
capacities in the Operating Structure. Traininghplare being developed. In March 2008, a
Directorate for International Cooperation in theel&iof Labour and Social Security was
established in the MoELE to perform the tasks ef blody responsible for the Operational
Programme for IPA component IV (Human Resourceseld@ment) and for priorities and
measures. However, administrative and managemepéacity is not yet sufficiently
developed with a view to the future implementatoérthe ESF. This is a key element for the
accession negotiations on this chapter. Prepagatiothis field are moderately advanced.

Some progress can be reported in the fieldsatdial inclusion A second Joint Inclusion
Memorandum (JIM) follow-up seminar was held in Magd08 in Zagreb. A National
Implementation Plan for Social Inclusion (2007-200&s adopted by the Government in
April 2008 and the National Implementation Reparttbbe JIM follow-up process 2007—-2008
was adopted in July 2008. A strategy on decen#tiédis of social services has been
developed, and some activities have been undertakére first phase of a long process in
securing de-institutionalisation for particulargat groups, namely the elderly.

However, the overall progress in meeting the pregiand measures set out in the JIM has
been slow, and the use of a coherent monitoring eraduation system to assess policy
reforms in this field continues to be weak.

As regards administrative capacity, the Regulationhe internal organisation of the Ministry
of Health and Social Welfare was adopted in Marg@&establishing two new departments
in the Ministry related to social inclusion. Howeyéhe position of the Director of the
Department for Social Welfare at the Ministry has yet been filled. As regards people with
disabilities, an Ombudsman for Persons with Dig#dsl was appointed by the Parliament in
May 2008 and its office is being set up. A Civilrdee Recruitment Plan for 2008 was
adopted in March 2008 aiming at the employment2& fersons with disabilities. However,
budgetary constraints continue to limit the scop¢he rights of people with disabilities to
health and special care and their social integnafldfve cooperation of the Government with
the civil society organisations is not sufficieatdreate an adequate net of community-based
services. $ee Political criteria — Economic and social righ®reparations in this area are
moderately advanced.

Limited progress can be reported in the fieldacial protection Reforms in the pension and
health care systems are ongoing. As regards pengoogress is being made in extending the
effective working life and in decreasing the shaferetirement contributions in GDP.
However, universal coverage and adequacy of pesmssomot yet ensured. Poverty among the
elderly as well as the large number of women ofspmarable age not receiving pensions
remain a concern. Preparations in this field haases.

There has been good progress in the fieldrdi-discrimination. An anti-discrimination act
was adopted in July 2008 aimed at completing ledighment in this field. This is a key
element for the accession negotiations on this teha@\ National Programme for the
Protection and Promotion of Human Rights 2008—-204% adopted in November 2007, and
the National Plan to Combat Discrimination in Semter 2008. However, the level of
protection against discrimination in practice atsdudicial prosecution is still not in line with
EU standards. Vulnerable groups and ethnic mimsitparticularly the Serb and the Roma
minorities, continue to face significant discrimiioa in economic and social lifeSée
Political criteria — Economic and social rightsThe Ombudsman’s office has not yet been
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transformed into an independent Equality Body. Titmited statistics currently available do
not allow monitoring of discrimination on differemgrounds, as required by thecquis
Preparations in this field are on track.

Good progress can be reported equal opportunities. A new Gender Equality Act was

adopted in July 2008 after the Constitutional Cassued a decision in January 2008 to
abrogate the former Act on the grounds of its fdrmua-compliance with the Constitution of

Croatia. This is a key element for the accessigot@ions on this chapter. Legislation was
also adopted in March 2008 aiming at transposiegatiuison statutory social security as

well as in July 2008 in the field of parental leayavareness-raising activities on gender
equality have continued in different areas. HowgvWee Ombudsman’s office has not yet
been transformed into an independent Equality Bédgo the effective implementation of

gender equality policies is not always ensuf@de Political criteria — Economic and social
rights). Preparations in this field are well advanced.

Conclusion

Good progress has been made on this chapter. A lgvetl of legal alignment has been
reached. Gaps remain in relation to completing llegignment. Strengthening the
administrative capacity in good time before acaesso ensure proper implementation and
enforcement of thacquisin this field remains the key element for the @sten negotiations
on this chapter.

4.20. Chapter 20: Enterprise and industrial policy

Substantial progress has been made in the are@terpase and industrial policy principles.
Croatia adopted a comprehensive industrial stratege with the acquis.

As regards SME policy, Croatia continues to implaetmghe actions and guidelines of the
European Charter for Small Enterprises. Overaliag made considerable progress in al areas
of the Charter. The implementation capability imsthield is relatively well structured and
resourced and framed in a concise set of SME giesteand operational plans. There is a
better distribution of roles between the MinistdyEconomy, labour and Entrepreneurship
(MELE) and the SME agency (HAMAG), whilst HAMAG shlol increasingly be taking on a
much broader role in SME policy implementation. &r@ has made progress in further
aligning with the EU SME definition but full alignent still needs to be ensured.

As regards the business environment, the HITRO.HRaiive to speed up company
registration, and HITRO.REZ to cut regulatory burslen SME's are encouraging and require
further strengthening. Despite these initiativespdfia still has to make further efforts in
order to reduce costs and time of registration Beehsing. The development of online
registration for crafts (e-crafts) is positive awlld be extended to all types of companies.

Croatia has made substantial progressenterprise and industrial policy instruments
Croatia joined the CIP Community Framework programim October 2007 and it has
submitted a successful bid under the EnterpriseofigurNetwork which the programme
finances. Croatia has made progress in furthenialigits legislation with the Directive on
combating late payments but the alignment stilldsei® be completed. Croatia is advancing
with the introduction of online-applications andsewices, for various payments and
applications, a smart card for business servicdsaaweb-based “business navigator”. There
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is recognition of the importance of a further pushthe fields of competitiveness and
innovation.

Croatia has made progress with regardsextoral policies It has developed sectoral
approaches and strategies in key sectors, sucheagextile industry, leather and leather
products, the chemical industry, and wood procegssndustry. Croatia has successfully
privatised its steel sector; the national restnustuplan for the steel sector and individual
business plans require full implementation. Crohizes taken the decision to privatise its
shipbuilding industry, but further significant efffe will be needed to fully restructure gee
competition policy chaptégr

Conclusion

Croatia has made good progress on this chaptere Tizs been good progress on SME policy
as well as with the industrial strategy and restmiicg of the steel industry. In other sectors,
such as shipbuilding, significant efforts are reedi

4.21. Chapter 21: Trans-European networks

Croatia has made good progress in the developnighe transport networks. In July 2008
Croatia and the European Commission came to aremgrmt on the future Croatian TEN-T
network and priority projects of European Inteiesthe framework of this network. This will
be the focus of the future Croatian investmentspgrading the relevant infrastructure to the
TEN-T standards.

The Trans-European Network in Croatia will congisa multimodal network including main
road, rail, inland waterway, river ports, seapod airports of the country.

As regardsenergy networks Croatia has been active in developing intercotioes of its
electricity network with those of neighbouring ctnies and EU Member States.

There has been progress on telecommunications netwthe Croatian Parliament ratified in
March 2008 the Memorandum of Understanding betwieenRepublic of Croatia and the
European Community on the participation of the Rdipuof Croatia in the Community
Programme “ICT Policy Support Programme (ICT PSR)tlee Competitiveness and
Innovation Framework Programme (2007 to 2013)” iaedhitered into force in May 2008.

Conclusion

Overall, Croatia has made good progress regardiagdevelopment of the transport and
energy networks in line with the design and objadiof the TEN — Transport network and
TEN — Energy network.

4.22. Chapter 22: Regional policy and coordination of stuctural instruments

Some progress can be reported onlégslative framework. In March 2008, the Croatian
Government adopted an Action Plan for meeting Ebesmn policy requirements as key
element in the accession negotiation under thiptelhaThe action plan describes the state of
play of preparations, sets out all the measureisGhaatia needs to take before its accession
and demonstrates its recognition of the main chgls and key issues to be addressed.
Progress can also be noted as regards alignmeatiohal legislation with Community rules
in the areas of public procurement, — with the rfewblic Procurement Act in force since

49 EN



EN

January 2008 — competition, state aid and the enwient. See also the relevant Chapters.
However, Croatia still needs to pursue its effarterder to meet the regulatory requirements
for cohesion policy, mainly by amending the Budget to ensure full multi-annual budget
programming and budget flexibility and by adoptthg Regional Development Act that will
provide a broad legal framework for implementatainthe regional policy. Preparations in
this area are fairly advanced.

There has been good progress with thetitutional framework. An application to the
Commission for the accreditation of the instituibiset up for the implementation of the
structural funds precursor instrument IPA (Instramdor Pre-Accession Assistance)
components Il and IV after formal designation loé¢ tstructures was submitted in April. An
Audit Authority, as a separate and independent @genas appointed in June. Croatia has
also identified the coordinating authority, ceritily authority, audit authority and the
managing authorities and intermediate bodies thdt me responsible for managing
operational programmes under the future Structanal Cohesion Funds. Croatia needs to
formalise (by legal act) this designation of ingitnal structures; it needs to ensure an
adequate separation of functions in particular witininistries, as applicable between
Managing Authorities and intermediate bodies. Geoalso needs to complete the full
designation of structures notably as regards regjil@vel implementation structures but also
as regards the intermediate bodies.

As regards territorial organisation, Croatia hasotiuced a classification establishing three
statistical and planning regions at Nomenclatur&eafitorial Units for Statistics (NUTS) I
level, in line with the relevant regulations andimthe Commission's suggestions.

Preparations in this area are advancing.

There has been some progress in the aredrofnistrative capacity. Croatia is carrying out
a systematic analysis of the organisational, staff training needs for the IPA and Structural
Funds. A training strategy for the Structural Furmieparations was prepared in June.
However, capacity building needs remain large imeoministries and strengthening
administrative and absorption capacity remainsiaripr for Croatia. The current lack of
institutional capacity has directly influenced alpgimn capacity with respect to ISPA. In
order to successfully absorb IPA and Structuraldsun the future, significant strengthening
is required. Project preparation and strengtherohghe organisational and managerial
capacities of future beneficiaries also needs tinbeeased at all levels, including the local
government level. Ownership should be developed emslred at all appropriate levels,
especially at local level. Preparations in thisaaaee advancing.

Some progress can be reported in the ar@aagframming. Inter-ministerial working groups
under the coordination of the Central State OffaxeDevelopment Strategy have drawn up a
Strategic Coherence Framework 2006-2013 and 4 Opeah Programmes, which were
adopted by the Commission in November/December .2087atia’'s Action Plan for meeting
EU cohesion policy requirements defines practitcaps to prepare the National Strategic
Reference Framework along with eight sets of opmrat programmes. Efforts need to be
made to ensure that national and sectoral strategyie coordinated within programming
documents. Croatia needs to considerably impravedpacity for the timely preparation of
good quality and mature project proposals submitteder Phare programmes as well as for
IPA component Il and IV operational programmesgdarations in this area are advancing.
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Progress was made in thmonitoring and evaluation of the operational programmes.
Operating structures have set up sectoral mongodommittees (SMC) to monitor the
implementation of OPs. The first two SMC meetings éach OP were held in December
2007 and June 2008. The membership and rules oéguoe of the SMCs have been agreed
with the Commission. The first meeting of the @mponents) joint IPA committee was held
in July 2008. Croatia is still at an early stageesffablishing its electronic monitoring system.
Substantial work still lies ahead. It still needs define functionalities of the system,
formulate technical specifications, obtain techh&ssistance for setting up its system and
make it operational. Preparations in this areaadr@ncing.

Although some progress can be reported in the @fréaancial management and control
(see also chapter 32 — Financial con};dCroatia is still at an early stage of establishisg
financial management and control systems for tharéuStructural and Cohesion Funds.
Croatia needs to build up its capacity in theskl$iePreparations in this area are at an early
stage.

Conclusion

Some progress can be reported in this chapter.ti@rst@l needs to make efforts to establish
the institutional and administrative capacity nseeg to meet the regulatory and operational
requirements stemming from Community cohesion poli©verall, Croatia is partially
aligned with theacquisin this chapter.

4.23. Chapter 23: Judiciary and fundamental rights
There has been some progress in the area qidieary .

As regards thendependence of the judiciarthere has been some progress. The State Judicial
Council’'s (SJC) capacity to manage the selectiojudfes has been marginally improved.
However, the capacity to systematically intervieandidates remains limited. Amendments
to the Courts Act and a new Act on Trainees inclatiBodies and the Bar Exam were passed
which foresee the introduction of improvements lie procedure for the appointment of
judges and judicial trainees. Currently, the s@&&cprocedure for judges and prosecutors,
judicial trainees, and court advisors remains dafic lacking transparency and the
application of uniform, objective criteria. The gigions on penal immunity for judges have
not been re-assessed in line with the need foispaency and accountability within the
judiciary.

The evaluation of the work of judges has improvesednter alia on the methodology for
assessing judges' performance adopted in Septe@di®&f. The work of the judges is
evaluated annually and non-fulfilment of the quofadecisions may lead to disciplinary
procedures. This methodology is also used to etaltie performance of judges under the
five year probation period, which remains in pla&a far, only four judges were not
appointed permanently

As regards thampartiality of the judiciary, the State Judicial Council hastawed to
conduct disciplinary procedures initiated by cgomesidents and the Ministry of Justice. In
2007, there were nineteen disciplinary proceediagslting in two reprimands, four fines and
one acquittal. Four cases were suspended or wiindaad eight cases are on-going. Further
information on the legal grounds of the cases is awailable. A new code of ethics for
attorneys was adopted in February 2008. The cddedinced an annual reporting obligation
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on disciplinary procedures conducted by the Statsdeutor Council. This should improve
the transparency of disciplinary proceedings adaaitorneys, which has hitherto been
lacking .

As regardsprofessionalism and competenge the judiciary, a full time Director of the
Judicial Academy was nominated in May 2008. Theiclald Academy’'s budget was
increased. The Judicial Academy, supported by anstddy Board and Programming Council
has developed a training policy. This introducegular training needs assessments and
adaptation of the training programmes to up-conhéggslation and EU acquis. However the
Judicial Academy still lacks staff. The Regionaln@es of the Judicial Academy still lack
resources and adequate premises.

In relation to theefficiency of the judiciarythe Supreme Court continues to monitor closely
the backlog and supports the transfer of non-depenforcement cases to public notaries as
well as mainly civil cases to less burdened co@tsanges to the Misdemeanour Act entered
into force in January 2008 aimed at relieving mimsdanour courts of minor cases by
transferring work to administrative bodies. Thekbag of pending cases before all courts has
been reduced by around 7% to 937,000 cases. Effianie been made to accelerate the
solving of old cases and establish more relialagssics on the backlog.

However, statistical tools have principally beerproved in relation only to municipal court
cases. Previous reductions in the backlog haveeen sustained and the number of old cases
remains high. The roots of the backlog and lengbhyceedings have not been tackled
adequately. The reform of civil procedure starte@003 has not shown clear results. While
further amendments to the civil procedure code watepted in July, there has been no
proper assessment of the previous measures’ ingpacase duration. Misdemeanour cases
account for 37% of the backlog. More than halfluéde cases are dismissed because of the
statute of limitation. Changes to the Misdemean&airextended the statute of limitation for
misdemeanour cases from two to four years. White\iil lead to the expiry of the statute of
limitation in fewer cases, it could have a negaimpact on the case backlog. The handling of
administrative cases also continues to face pé#atiacthallenges. The Administrative Court
still needs to be made a court of full jurisdiction

One of the main problematic areas remains enforoereses, out of which approximately
50% fail because of the lack of a proper notifizatsystem to the parties. Reform of the
system of enforcement of court decisions has begomever, this continues to constitute a
major obstacle to the efficient functioning of tmurts.

There continues to be limited progress in the ratiisation of the courts network and many
issues remain open. Steps taken so far are unaoifThe law on the seat and jurisdiction of
courts adopted by Parliament in July 2008 fore$alesationalisation of municipal courts by
2019 with a reduction from 108 to 67 municipal dsurlt remains unclear how this
rationalisation will be implemented in practice.efé is no plan for the rationalisation of
other types of court: commercial courts, misdemaancourts, county courts or state
prosecution offices.

With regard to the infrastructure and equipmentaidrts, there has been limited progress.
The pilot testing of the integrated case managemgstem (ICMS) was finalised in four

courts and testing has begun in several other £oddwever, the foreseen roll-out of ICMS

to 60 courts by 2009 is behind schedule. Misdem#&acourts continue to suffer from a

shortage of equipment and a very low standard erhges.
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The system of judicial inspections has shown gaesllts. However the inspections have
been carried out mainly in municipal courts and imobther courts or prosecution offices.
With only five part-time inspectors, the Ministry dustice does not have the capacity to
enlarge the inspections to other courts.

The introduction of court-mediation in the Commalaourt has been successful. The same
concept was introduced at 8 municipal courts in72d@owever the number of mediation
cases has been increasing rapidly and judges hidfieulty in dealing with them. The
incentive to deal with mediation cases is lackimgl dhe backlog of cases has started to
increase, especially at Zagreb Municipal court.réhe no proper mediation strategy in order
to focus ADR out-of court.

Implementation of theudicial reform strategyhas continued even if adequate monitoring of
its measures has not been possible due to weakestimiive capacity. A revised Action Plan
addressing all major reform issues was adopteduire 2008. However, in certain areas it
lacks measurable objectives that will allow effeetmonitoring of its implementation. The
Strategic Planning unit in the Ministry of Justices become a Directorate in charge of the
monitoring of the reform of justice and anti—cotiop strategy and has been reinforced with
additional staff. However, there is no statistidapartment nor a Directorate for IT issues to
cover the roll-out of the case management systemmencourts. There has been a lack of
leadership and ownership in reform implementation.

There has been some progress in the araatotorruption policy and measures.

A revised anti-corruption strategy as well as atoacplan containing specific measures in a
number of fields prone to corruption was adoptedune 2008. A new coordination system
based on a working group at the level of State é&awy is now in place aimed at improving
coordination of all Ministries and other bodies aiwed in the implementation of the plan.
The Strategic Unit which had been created at theidity of Justice in order to follow the
implementation of the previous plan has been ugegtato the level of Directorate and
strengthened with additional staff. The new stratagd action plan are an improvement on
the previous national anti-corruption programme @sdmini action plans. However, the
action plan lacks measurable objectives that wilbwa an effective monitoring of its
implementation. It is too early to evaluate theaete impact of administrative strengthening
of the Ministry of Justice.

New members of the National Council to monitor ihglementation of the plan were

appointed after the November 2007 elections. Its @hairman declared the intention to
break with the previous practice and to increasepiio-active approach of the Council. The
structure of the Council will be strengthened vatiministrative staff. However, the concrete
effects of the guiding role which the Council shiblave within the anti-corruption policy

have not yet materialised.

The legal framework to combat corruption is largalyplace. Amendments to the law on
Conflict of Interest further strengthen the legabls to fight corruption, including a limited
increase in sanctions. However, an adequate systeleal with conflicts of interest remains
to be put in place. The principle of conflict ofenest is little understood at all levels of public
administration. There are still no public writtanterpretive guidelines for public officials.
The Committee for the Prevention of Conflict ofdrdst continues to be beset by problems,
including the resignation of its chairperson follog/ corruption allegations. Due to the lack
of administrative capacity, this committee conddctaly a limited number of conflict of
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interest proceedings. The discussion on conflicintérest remains a partisan issue with a
conseqguent negative impact on its policing. Thenasufficient supervision and control with
regard to the implementation of asset declaratidithough a Law on Financing of Political
Parties is in place, the important issue of finagadf election campaigns has not been fully
addressed. The Governmestablished a working group in September to andlysexisting
law.

In terms of suppression of corruption, the antirgption body, USKOK, has continued to
become more active. The number of USKOK investigetihas increased and indictments
issued in some important cases. USKOK's role is=modely acknowledged and reports to it
of suspected corruption have increased signifigapirticularly as regards abuse of office
cases. However, few actual prosecutions have feltbwaw enforcement agencies and other
state bodies involved in the fight against corrpticontinue to be more reactive than
proactive. Further efforts are required in tacklmgh level corruption as well as in the field
of public procurement. The police need to becomeemeffective in the fight against
corruption and organised crime. Inter agency caatper requires further improvement.

Overall, corruption at the political, economic andtitutional level, including the judiciary,
as well as the general tolerance of petty corraptemains widespread and poses a serious
problem. Corruption in Croatia is aided by a ladkgood governance, transparency and
accountability in public administration and by aKkaof ethics codes and codes of conduct in
the public and private sectors. A culture of poditiaccountability is lacking. There has been
some progress with the promotion of integrity wittine public administration but this needs
to be further strengthened. Awareness-raising ifiesv coordinated between all bodies
involved in the national anti corruption programaigo need to be further pursued.

As regardfundamental rights, there have been some developments.

As regards the right tprotection of personal datdhe Parliament passed amendments to the
Data Protection Act in March 2008 aimed at alignihgvith the acquis in particular the
establishment of personal data protection officelswever, full alignment with the Data
Protection Directive and the Council of Europe fiagtents remains to be completed.

Some steps were taken to address shortcomingsisan conditions A shortage of prison
staff and capacity remains, however.

Freedom of expressidncluding freedom and pluralism of the media coméino be provided
for in Croatia. However, editors and journalistsitbaue to report undue political pressure.
There have been cases of threats and attacks againslists, particularly those working on
corruption cases or organised crime.

The Office of the Ombudsman for Persons with Digsds was created and a National
Implementation Plan on Social Inclusion 2007-2008dpced. However, continued efforts
are needed as regardecially vulnerable and/or persons with disabiktidn the area of
mental health, the policy of providing care througdmmunity-based services instead of in
institutions has shown no tangible progress.

A comprehensive law oanti-discriminationwas adopted in July 2008, signifying important
progress. However, the level of protection agathstrimination in practice and its judicial

prosecution is not yet in line with EU standardise Tunctioning of the police and institutions
of the health and social system displayed cert&akwesses.
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Plans aimed at improvingomen’s and children’s rightsave continued to raise awareness.
However, further improvements in implementation che® be made. Implementation
measures regarding the protection of childrenlstsiglso have to be accelerated.

A new Law on Legal Aid as well as legislation omtoateys' tariffs were adopted aimed at
improving access to justicewhich has been hampered over the past year hbislioh the
existing system of legal aid, high lawyers' feesl ameaknesses in the judicial system.
Provision of free legal aid under the new systemfaseseen as of February 2009.
Implementation of the law will require new adminggive structures to be set-up, including
the employment of 53 new civil servants. In additiceveral by-laws are to be adopted
including those regarding the remuneration forraggs.

Some progress has been made with regandgintorities An action plan for implementation of
the Constitutional Law on National Minorities (CLNMvas adopted as was a recruitment
plan for 2008 for minorities in the State admirastvn. Funding for minorities was further
increased. The Roma minority has continued to vecaitention, with improvements in pre-
school education. All eight minority MPs are in tp@verning coalition, and a Serb has been
appointed to one of the Deputy Prime Minister posts

However, many problems remain for minorities. Cioateeds to encourage a spirit of
tolerance towards the Serb minority and take appatgpmeasures to protect those who may
still be subject to threats or acts of discrimioatihostility or violence. Minorities continue to
face particular difficulties in the area of emplagmt, both in terms of under-representation in
state administration, the judiciary and the polewell as in the wider public sector. The
Roma minority faces particularly difficult livingooditions and challenges remain in the areas
of education, social protection, health care, amdpleyment. Legal provisions and
programmes need to be implemented with more detation, and adequate monitoring
assured, especially in the area of employment.

There has been some progressrefingee returnissues. An action plan for the accelerated
implementation of housing care programmes was adopith a target completion date of
end 2009. Important decisions were taken openinghappossibility of validating pension
rights. Reconstruction of housing has continuede Target for 2007 to provide 1,400
accommodation units out of a total of 12,500 agpions under the housing care programmes
for former tenancy rights holders has been largeét. However, implementation of these
programmes remains weak. The Government’s implestient targets are behind schedule.
Only 12% of cases have been resolved definitivelyhe urban areas. Efforts to create the
economic and social conditions necessary for tisgagability of refugee return need to be
accelerated.

As regards EU citizens' rights, amendments to then8 Act were passed aimed at aligning
with the acquis However, further legislative changes will be re@dio achieve full
alignment.

Conclusion

Croatia has made some progress on this chaptestrRein the judiciary continue but at only
a relatively slow pace. Significant challenges riemklost tools are in place to fight against
corruption but, given the scale of the problemséhare not being deployed with sufficient
vigour. Legal provisions on fundamental rights aregeneral adequate, but despite some
progress, a number of important challenges renmaierms of implementation.
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4.24. Chapter 24: Justice, freedom and security

There has been some progress in the fieldmigration. The Action Plan for the
implementation of the migration policy was adoptedthe Government in May 2008. It
covers a short period (2007-2008) and tackles sssweh as legal and illegal migration,
protection of asylum seekers and other refugees, sappression of trafficking in human
beings. The new Aliens Act, entered into force amulary 2008. It restrictster alia the
conditions for a temporary residence permit andféonily reunification for non-Croatian
citizens.

The illegal migration deportation centre at Jezevo remains overcrowdibd. number of
illegal migrants fell in 2007 to about 4,000 congzhto 5,564 in 2006. However, there has
been an increase in illegal unaccompanied mindns, nvake up 12% of total illegal migrants
in 2007. There are no specific treatment and accoodation facilities for minors and
vulnerable groups. The number of forced returnsihagased by 3% (2,439 cases in 2007
compared to 2,348 in 2006). There has been noaseri the number of staff at the Ministry
of Interior for dealing with forced return and dig migrants.

Croatia has 24 readmission agreements in forceerSef/these still have to be aligned with
the EU model. Further readmission agreements abe tinalised with Serbia, Montenegro,
Slovakia, Ukraine, Moldova and Cyprus.

Some progress can be reported in the fieldsglum, as the new Asylum Aatntered into
force in January 2008. The Commission for asyluet@ad instance appeal body replacing
the former Government Commission for asylum) wasnéd in April 2008. A full-time
president of the Commission was appointed, togeth#r four part-time members, two of
whom come from civil society and the academic woAtthough this is a step in the right
direction, there is still concern regarding theepéendence of this Commission, given the
oversight role of the authorities in the appointingrocess. In March 2008, five
implementing acts for the Ministry of the Interiarere adopted covering accommodation
forms and data collection; legal aid, financial ,aghd medical examinations. However,
further alignment of the legislation with thequisin this area is needed.

The case workers in the Ministry of the Interiovéaeceived training on the Refugees
Convention and the Eldcquis as well as a manual on case handling, the dingiciome of
which is the improved quality of the procedure determining refugees' status. On the other
hand, the restricting of personal interviews in dloeelerated procedure for asylum seekers is
a matter of concern.

The number of asylum seekers in Croatia continaesdrease, with 170 procedures in 2007
(compared to 105 in 2006) and already 50 for tist §juarter of 2008. Croatia granted asylum
status in two cases. Even if Croatia is still asracountry (50% of the asylum seekers leave
Croatia before their case is settled), the increasapplications is likely to expand after
Croatia's accession to the EU. Current staffingelevare not adequate to meet this future
demand.

To date, a number of asylum seekers applying atbttreler or at the illegal migrants'
detention centre of Jezevo have been detained @mdcted of illegal entry. This shows a
very restrictive interpretation of the new law.
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Some progress has been made conceMisg policy. Following the new Aliens Act, a new
Regulation on the Visa Regime entered into forcéay 2008, which further aligned with
EU rules. The visa requirement for citizens fronrhftee and Montenegro has again been
suspended, until end of 2008. IKOS, the informatsystem which forms the basis of the
future Croatian Visa Database, has now been impitedein 68 of the 72 diplomatic
missions and consular posts and should be completed

The number of visas issued at the borders increagaid in 2007, reaching over 8,300 visas -
a 60% increase over 2006. Croatia should aim tomnise the issuing of visas at the border to
exceptional cases. Currently there is limited eauapt available at the borders to detect false
or forged documents. The system for issuing visasl$o still not unified or consistent.
Croatia also needs to step up its preparationshiintroduction of biometric identifiers in
passports and travel documents.

There has been some progress with regaréxternal borders and Schengerthe revised
Integrated Border Management Action Plan was adoipt®ecember 2007. The Coast Guard
Law was adopted at the end of 2007, making the Niasgonsible for the Coast Guard, and
dividing responsibilities between the Coast Guanat€r waters), and Maritime Police (inner
waters). An Inter-Ministerial Committee proposedlight reduction in the number of Border
Crossing-Points (BCPs) from 189 to 173, by elimimgisome sea border crossing points, but
no decision has been taken on this issue. The $tdffl of the Border Police has remained
broadly unchanged at just over 5,000, and is welbw the statutory staffing figure. A
competition to hire 1,400 new police officers, diam 800 were to be assigned to the Border
Police, was held in May 2008. The installation ofeacrypted communication system (Tetra)
has been extended to the BCPs at the sea boréeisléimds and in Zagreb. The National
Border Management Information System (NBMIS) isngedleployed to some further BCPs,
albeit at a slow pace owing to some technical gmis, and it now covers nine BCPs.

Cross-border co-operation works well on a localeleat all borders. Cross-border co-
operation at national level continues to be comstth by the absence of formal bilateral
agreements with countries at the future externeddyo Croatia signed a working arrangement
with FRONTEX in April 2008 which provides a goodsis for cooperation. Inter-service

cooperation at the border should be strengthened.

Efforts to train Border Police staff have continuddowever, the Border Police is still
hampered by several shortcomings, such as a sefmutage of staff, limitations in general
and specialised training, lack of equipment and pofoastructure both at headquarters and at
BCPs. In particular, further efforts are neededstablishing an overall management policy of
BCPs, starting from a decision on their total amtaamd location. Croatia should also speed
up the roll-out of the NBMIS system to cover theolehborder.

As regardsjudicial cooperation in criminal and civil matters, there is only limited

progress. The Agreement on Co-operation with EUR®DWas signed in November 2007,
but it needs to be ratified by the Parliament. kertalignment as regards protection of
personal data is needed before the agreement willlile to enter into force. Judicial
cooperation is currently based on the conventiamgroach. This means, in practice, that
recognition and enforcement of decisions by foraigarts has to go through the "exequatur”
process at the Municipal or Commercial courts. Teeognized decision is enforced
according to Croatian law, which is slow and ir@ént. Direct execution of foreign decisions
is not possible. Croatia has not aligned with thenfework Decision on the execution in the
EU of orders freezing property and evidence or wthle Framework Decision on the
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application of mutual recognition of financial péres. The Croatian legal order does not
allow direct involvement between judicial autha#i

Furthermore, in Croatia every offence which hasnbeammitted in the territory of Croatia
may be retried in Croatia, irrespective of a fongigdgment. This exception to ne bis in idem
applies even if the offence was committed partlZroatia and partly in a foreign State which
has already delivered a judgment. The conditionsnfdement the Framework Decision on
the European Arrest Warrant are not in place, aai@’'s Constitution does not allow it to
extradite Croatian citizens. Croatia is a partythe Council of Europe Convention on the
Transfer of Sentenced Persons (1983). It has mptedi the Additional Protocol to the
Convention (1997). Croatia has not yet accedechéoHague Convention on Jurisdiction,
applicable law, recognition, enforcement and corafpen in respect of parental responsibility
and measures for the protection of children.

Regarding the status of victims in criminal prodaegd, Croatian law is not aligned with the
Framework decision in a number of areas. Theseldiechotifying the injured party that the
perpetrator has been released after serving thersm) acquiring testimonies by means of
devices for picture and sound transmission (vided phone conferences), establishing a
service for assistance to victims of criminal offes and as regards training of staff.

Some progress has been made as regaotlse cooperation. Since February 2008, a
Croatian liaison officer has been stationed at pokoAgreements on police cooperation have
been signed with France and Austria. Croatia is/elgt involved in regional co-operation
initiatives, including SECI. Reorganisation of @@eminal Police has started, but needs to be
fully implemented.

However, within the Ministry of Interior decisionaking continues to be very complex and
highly centralised. The human resources systerhepblice remains inadequate in terms of
career development and resource management. Teiare overall strategy or a Mission
Statement for the Croatian police force.

While significant progress has been made, Croétianseds to fully complete its institutional
response to the issue of small arms and light wegpby improving in particular the
effectiveness of the arms transfer licensing system

Some progress has been made in the areagainised crime. A high level inter-sectoral
group within the police has adopted a nationallliggnce model, which in turn led to the
preparation of the first-ever National Threat Assesnt (NTA) which was adopted by the
Ministry of Interior in late 2007 and has been slawith Europol. The NTA has been
instrumental in the significant increase in ing@ince reports and in developing police work
in 2008. This signifies a marked shift of stratemd philosophy for the Croatian Police. An
IT system for inter-Ministerial exchange of infortiem has been completed (iCIS). A
Protocol on Co-operation was concluded with the isdig of Finance to enhance inter-
agency cooperation, exchange of information, criptevention and training. The co-
operation protocol with USKOK, which entered intorde in early 2007, is being
implemented. The number of investigations is insig However, concrete results are
needed in the fight against organised crime, wihscla matter of concern. Improvements
introduced are yet to lead to significant convicio The police need to become more
effective. Weaknesses in the judicial system alsgatively affect the authorities' ability to
effectively tackle organised crime.
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Good progress has been made with regard tdréfiecking of human beings. An Action
Plan to combat trafficking in persons was adoptgdhle Government in December 2007. A
new standard operating procedure (SOP) has beatlyjalaborated by the Ministry of
Interior, the State Prosecutor, and Ministry of i@b8ervices. A new protocol has also been
drawn up and signed between the Ministry of Interibe Ministry of Social Services and
their NGO partners. Several workshops and awareimésstives were organised over the
period, including at regional level. Thirteen wos were discovered in 2007.

Limited progress can be reported in the fight agfdarrorism. Croatia signed the Council of
Europe Convention on laundering, search, seizudecanfiscation of the proceeds of crime
and on the financing of terrorism, but this hastgebe ratified. Croatia needs to continue to
strengthen its capacity in the fight against tesrar in particular by continuing alignment of
its legislation, strengthening its administrativapacity and developing inter-agency
coordination.

Good progress has been made in the field of figidirest drugs. Croatia signed the
Agreement on lllicit Traffic by Sea, thus implemiagtArticle 17 of the 1988 UN Convention
against illicit traffic in narcotic drugs and pswtiopic substances. The National Focal Point
(NFP) became operational and delivered the firstusah Report to the European Monitoring
Centre for Drugs and Drug Addiction (EMCDDA) in dany 2008. Standards for therapeutic
communities and a model for precursor control haeen elaborated and adopted. A model
for partnership co-operation between the natiomag affice and the districts has also been
adopted. The Police recorded 7,900 criminal caseslhing drugs in 2007 (which is
commensurate with the level of each of the pasdss).

Limited progress can be reported in the fieldcaktoms co-operation.In October 2007
Croatian Customs became a full member of MARINFO.

Conclusion

Croatia has made some progress in this chaptdigydarly as regards the fight against drugs
and dealing with trafficking of human beings. Howe\significant efforts are needed in the
area of external borders, in terms of human, firdrend technical resources, in order to
ensure that EU requirements are met upon accedsl&m,. concrete results are needed in the
fight against organised crime, which is a mattecaicern. Croatia needs to step up its efforts
to ensure the necessary administrative capaciiyptement and enforce the EA¢quisupon
accession.

4.25. Chapter 25: Science and research

Good progress has been mader@search policy Two new bodies, the Strategic and

Technology Council and the Council for the Natiohabovation System, were created in

April 2008. This should allow for taking fully intaccount the innovation dimension in the
research policy. Organisational changes at thd dhe Ministry of Science have also taken
place in view of strengthening administrative cagyad¢dowever, a fully transparent system

for evaluation and monitoring of national reseagchnts remains to be ensured in order to
increase scientific excellence.

Good progress has been made on participation irEtbé&ramework Programmes The
grants awarded under the 7th Framework ProgrammeRf&search and Technological
Development (FP7) continue to demonstrate Croatiareased absorption capacity.
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However, full participation in the thematic collabtve cooperation has not yet been
reached. The national contact points function well still lack administrative capacity.
Croatia has confirmed its interest in becoming essed also to the Seventh Euratom
Framework Programme.

With a view to further integration into tl&uropean Research Areaa “National 3 % Action
Plan” was adopted in April 2008. This was a sigmifit development. It includes a list of
objectives and measures and envisages the estabhsiof a system of indicators in view of
increasing investments into science and resear8toof the GDP. Steps have been taken to
increase the administrative capacity for the imgatation of the Action Plan. However, the
entities responsible for implementation of the dpemeasures are not yet clearly defined.
Steps have also been undertaken to ensure matfillgsearchers. However, the share of the
private sector in investment in research is low #imere are not enough young people
attracted to science.

Conclusion

Good progress has been made on this chapter, bherfuefforts remain necessary. The
research capacity at national level needs to bengtinened which in turn will lead to
increased participation under the FP7. Implemeortatif research policy and related action
plans needs to be ensured in order to furtheriategnto the European Research Area.

4.26. Chapter 26: Education and culture

Good progress has been achieved in the fielcedaication, training and youth The
education reform process has continued under thieddn System Development Plan for
2005-2010. Croatia is participating in the EU Edwra and Training 2010 Work
Programme. Additional efforts have been made in texelopment of a national
gualifications framework (NQF). Implementation bktBologna process in higher education
has continued. The Law on primary and secondaryc&hn, adopted in July 2008,
incorporates the principle of non-discriminationaocess to education for EU citizens and
provisions for alignment with thacquis on education of children of migrant workers. A
Strategy for Development of the Vocational Eduagati®ystem in the Republic of Croatia
2008-2013 was adopted in July 2008. As regardsrashrative capacity, staff and budgetary
resources of the Agency for Vocational Educatiod a@maining and the Agency for Adult
Education have been further increased. However)em@nting legislation related to the
Adult Education Act is still pending.

Good progress has been made in the preparatiothéomanagement of the Community
Lifelong Learning and Youth in Action ProgrammesheTlegal framework has been
completed. Work plans for preparatory measuregtoriplemented in the second semester of
2008 and in 2009, including adequate training fier National Agency, have been submitted.
The respective Accession Partnership prioritieghan field of education, training and youth
have been partially met.

Good progress can also be reported in the fieldudfure. Croatia has made efforts to
facilitate deeper participation in the Culture Resgme. Croatia has ratified the
Memorandum of Understanding on its participatiothi& Europe for Citizens Programme.

Conclusion
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Good overall progress has been made in the aredutfation, training, youth and culture. A
good level of legal alignment has been achieveaattx should continue its efforts for
preparing for the management of Life Long Learrang Youth in Action programmes.

4.27. Chapter 27: Environment

There has been some progress with lloeizontal legislation. Full transposition of the
environmental impact assessment (EIA) and strategicironmental assessment (SEA)
directives was achieved through the adoption ofleémenting regulations. Implementing
legislation related to the rules for subsidies mviemnmental protection was also adopted.
Directive on environmental liability is still noully transposed. Enforcement of its existing
provisions remains low. Work on the establishmefttlte Environmental Protection
Information System (EPIS) is ongoing. The Act ontifRation of the Memorandum of
Understanding on Croatia's participation in the @uamity Civil Protection Financial
Instrument was adopted.

Some progress has been achieved in the area oételichange. An action plan for the
implementation of the United Nations Framework Gamtion on Climate Change (UN
FCCC) and its Kyoto protocol has been adopted. hh#onal inventory reports on
greenhouse gas (GHG) emissions for 2007 and 2008 been submitted to the Convention
Secretariat. Further work is required in the areasGHG emission allowance trading,
establishment of a national GHG registry and Cadatparticipation in the EU Emissions
trading scheme (EU ETS).

Good progress can be reported in the fieldiofquality . The Air Protection Act has been
amended to ensure further alignment with #loguis Further Protocols to the Long-Range
Transboundary Air Pollution Convention (LRTAP) habeen ratified. In addition, the
National Air Quality Protection and Improvement iPlor the Period 2008-2011 has been
adopted. Implementing legislation related to the at organic solvents, fuel economy and
CO, emissions of new passenger vehicles, as well agstablishment of zones and
agglomerations by air category was also adoptedkWnbo the establishment of the national
air quality monitoring and management system ioorgy The programme for monitoring the
quality of liquid fuels for 2008 has been adoptdthe government continues to decide
annually on the quantity of fuel on the market tdaes not comply with the prescribed
guality standards. Transposition of the neequisrelated to ambient air quality and cleaner
air for Europe and emission ceilings related tocsomeric pollutants is required. Preparations
in this area are progressing well.

There has been some progress widste managementThe Waste Act has been amended.
Implementing legislation related to management ohstruction waste, categories and
operating conditions for landfills and the manageth sewage sludge in agriculture have
been enacted. The Environmental Protection andggngfficiency Fund is financing the
remediation of illegal landfills and sites contaigihazardous waste. Ten further landfills
have been remedied. Full alignment with #oguisin management of waste from extractive
industries, hazardous waste and shipments and-tianmsdary movement of waste is still
required. Preparations in this area are advancing.

Little progress can be reported in thater sector. The Water Management Strategy has been

adopted. The national monitoring programme is bgirgpared. A programme of monitoring
bathing water quality has been launched. Adoptibthe new Water Act, the new Water
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Management Financing Act and of implementing legish is still pending. Preparations in
this area require substantial efforts.

Some progress can be reported in the fielchature protection with the enactment of
implementing legislation related to the establishivad the ecological network. This provides
the administrative framework for the designatioractfual protected areas under Natura 2000.
Designation of protected areas has not taken plateAdditional efforts are needed in the
sector to be in line with thacquis

Some progress has been achieved in the araadaktrial pollution control and risk
management.Progress in the alignment with the integrated pioliuprevention and control
(IPPC) and Seveso Il directives is advancing slovlye Protocol on Pollutant Release and
Transfer Registers has been ratified. The legaklfas the implementation of the pollutant
register has been enacted but the register renmisigrt operating in practice. Activities on
the reconstruction of one oil refinery in orderinaprove air and fuel quality are underway.
Coordinated inspections of IPPC installations #aeting to take place. Investments related to
the alignment of industrial facilities with the guality and large combustion plants directives
need to be increased. The clean-up of sites contded with asbestos is continuing.
Significant efforts will be required to align witthe acquis and build up administrative
capacity in this area.

Good progress can be reportedatremicalsand genetically modified organisms (GMOs).
The Chemicals Act has been amended to ensure fuatigament with theacquisand the law
implementing REACH has been enacted. Implementggslation related to labelling and
packaging, and sorting of chemicals has been ema€tether alignment with thecquishas
been achieved by amending the Biocides Act. ThaoNat Chemicals Strategy has been
adopted. In relation to GMOs, implementing legisiathas been adopted related to the
keeping of the Register of GMOs and risk assessrHmnplacing GMOs on the market.
Preparations in these areas are progressing well.

Little progress can be reported in th@sesector. Preparations in this area are still ataaly e
stage.

There has been progress related faoestry. Implementing legislation related to data
collection, observation and registers related tedbfires has been enacted. Preparations in
this area are advancing.

Progress has been made to increshministrative capacity. The Action plan for setting up
the necessary administrative capacities at natiaegional and local level and required
financial resources for implementing thequishas been adopted. However, capacity for the
implementation of thecquisremains overall weak, particularly at the localele There is a
particular need for training in the implementataimew legislation to both the administration
and economic operators which will be obliged to pbmwith the new legislation. Due
consideration should also be given to improving ¢berdination mechanisms between all
institutions/bodies involved in environmental piditen.

Conclusion

Overall, good progress has been achieved in theommeent chapter, especially in the areas
of air quality, chemicals and GMOs. Considerabferes will be needed to further align with
and implement thecquisin the water, industrial pollution control andkismanagement,
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climate change and horizontal sectors. Substaatiaits will be needed in the forthcoming
period to meet the requirements of the environrobapter especially as regards investments.

4.28. Chapter 28: Consumer and health protection

There has been some progress in the fiekkbaumer protection As regards administrative
capacity, the Consumer Protection Department inMivastry of Economic Affairs, Labour
and Entrepreneurship is being reorganised into $egtions and staff being increased up to
17. In February 2008, the National Consumer PrimtecTouncil became an advisory body to
the Government. The Council comprises represeemtof state administrative bodies in
charge of consumer protection, representativesro&t@n Chamber of Economy, Croatian
Chamber of Trades and Crafts, consumer protectsncaations and independent consumer
protection specialists which are appointed for fgears. Government funding for consumer
organisations has further increased and supporefponal counselling centres has continued.
Activities for raising awareness on consumer ptatachave continued in the context of the
2007 Year of Consumer Education in Croatia. As donsumers’ access to justice, the
mechanisms for out-of-court settlement of consudmgsutes are not sufficiently developed or
known by consumers. As a consequence, they trdat aorsmall percentage of possible
consumer protection cases. Preparations in tHi di@ advanced.

Some progress can be reported in the fielgrofiuct-safety related issSueRAPEX contact
point has been established within the State Inspatet The underlying network of local and
sectoral authorities responsible for market sulmede as well as their interconnection is
under construction. Legal alignment of the Croaganeral product safety legislation with the
acquisis at an advanced stage. However, coordination deivthe RAPEX central contact
point and local authorities as well as due enfomnof measures on general product safety
remain outstanding?reparations in this field are well on track.

Good progress has been made in the aremnofsafety related issueAmendments to the
Civil Obligation Act were adopted in March 2008 amgpat completing legal alignment in the
fields of the sale of consumer goods and associgikedantees as well as package travel.
However, shortcomings remain as regards legal mlem. In particular, an effective
enforcement mechanism against unfair terms in @uoesucontracts is outstanding.
Preparations in this field are well advanced.

Some progress can be reported in the ar@alolic health.

Good progress has been made in the ard¢abafcco The WHO Framework Convention on
Tobacco Control was ratified in March 2008. Lediska was adopted in October 2008 aimed
at completing legal alignment in the fields of toba advertising and tobacco products. This
is a key element for the accession negotiationghisnchapter. Preparations in this field are
reaching completion.

Some progress has been made in the fiel&cavhmunicable disease3he Act on the
protection of the population against communicalideases was amended in September 2008.
A manual on definitions of infectious diseases ¢oréported was published by the Croatian
National Institute of Public Health in December 20Qontact persons and institutions for the
Early Warning and Response System (EWRS) have &geointed. Preparations in this field
are well advanced.
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Some progress can be reported in the arebladd As regards restructuring of blood
transfusion services, a basic transfusion netwsrkeing established since December 2007,
and the number of blood collection and processingsus being reduced from 21 to 9.
Provision of software and hardware to all bloochsfasion centres has started. However,
administrative capacity is not yet sufficiently eééped, especially in the Ministry of Health
and in inspection departments, a serious adverset®and reactions reporting system is not
operational, and quality management of all bloodndfusion centres is not ensured.
Preparations in this field are well advanced.

Limited progress can be reported in the fieldisdues and celld egal alignment in the field

of reproductive cells is still outstanding. Thisaikey element for the accession negotiations
on this chapter. Administrative capacity is not gefficiently developed, especially in the
Ministry of Health and in inspection departments.sérious adverse events and reactions
reporting system is not in place. Facilities fon@iling tissues and cells have not yet been
upgraded, restructured and licensed accordinged:tl technical requirements. Preparations
in this field are underway.

No progress can be reported in the fieldnoéntal health A Mental Health Promotion
Strategy is being drafted. However, community-basedvices remain insufficiently
developed as an alternative to institutionalisateomd financial resources allocated to mental
health care are still scarce. The Accession Paftieipriority in this field has therefore not
been met. Preparations in this field are starting.

Good progress has been made in the field of cdreancerscreening, and legislation has
been adopted aiming at completing legal alignmerthe area of electromagnetic fields. A
focal point for the area of non-ionising radiatives been appointed in the Ministry of Health.
Preparations in these areas are well on track.

Conclusion

Overall, some progress has taken place in theadreansumer and health protection. A good
level of legal alignment has been reached. Howeegislation in the fields of consumer
product safety and public health, in particularreproductive tissues and cells, is not yet in
line with theacquis Continued efforts are required, also to implensmt enforce legislation
effectively. In the area of consumer product saf€yoatia should focus on establishing a
proper interconnection between RAPEX central cdnfamint and competent local and
sectoral authorities. In the field of public heal@itention should be paid to adequate
administrative capacity, serious adverse eventsraadtions reporting systems as well as
upgrading and restructuring of facilities for handlblood, tissues and cells in order to meet
EU technical requirements.

4.29. Chapter 29: Customs union

Good progress has been made in the areeustoms legislation The Regulation on the
customs tariff for 2008 entered into force in Jag008 and aligned the Croatian tariff with
the 2008 Combined Nomenclature. Duty relief appt®sll pharmaceutical products. The
Act amending the Customs Act and its implementiegutation entered into force in July
2008 and aligned the provisions regulating nongyegftial origin, the guarantee in transit
procedures, entry of debt in accounts, the timatdinfor payment of customs debt and
deferred payment and other privileges. The ligtartotic drugs, psychotropic substances and
plants was adopted in April 2008 and aligned wiité tlassification laid down by treequis
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Most of the fees charged by the customs authorfieagee been abolished; the others will
remain in force until 31 December 2008.

Some discrepancies with th&cquis remain in allocation of quotas, duty relief, duty
exemptions for passengers and the internal tramsaingements. Overall, alignment of the
customs rules with thacquisis well on track.

Good progress can also be reported asiministrative and operational capacity The
internal audit department has been reinforced awl Imas a staff of 17 officials; relevant
auditing procedures have been adopted, including ¢ompulsory reporting and
implementation of recommendations emerging fromathéits. The IT-based centralised risk
analysis system was rolled out to all customs effidAs it is still in its initial phase, it needs
continuous upgrading to keep it effective. The regtbening of the audit department,
combined with deployment of the centralised systémsk analysis and with improved post-
clearance controls, has ensured more uniform agdjait of customs procedures across all
customs offices, which was a requirement in theession negotiations. Work has continued,
albeit with some delays, on computerisation aneraunnectivity, another key requirement in
the accession negotiations. The Croatian customsngtration still has very limited in-
house capacity to guarantee the continuity oflitsdrvices and remains heavily dependent on
external companies. Areas where progress was umnvesenthe fight against corruption, with
a very limited number of cases reported, and deteodf infringements of intellectual
property, illegal arms and protected species, whmmained weak and concentrated in
specific customs offices. Overall, in the area dmanistrative and operational capacity,
Croatia has consistently addressed its targetpaodties.

Conclusion

Croatia has made good progress on legislative rakgn as well with its administrative
capacity by developing the conditions for uniforpplcation of customs rules. Progress has
also continued in the area of IT interconnectiviyforts need to continue in the remaining
areas of legislative alignment, to fight againstgption, to create the conditions for effective
implementation of customs rules and to make furpinegress on IT interconnectivity.

4.30. Chapter 30: External relations

There has been good progress in the field ocdmmon commercial policy In May 2008,
Croatia adopted an action plan for the remainingparations in terms of legislation and
bringing international agreements into conformitytmthe acquis which is a key element for
the accession negotiations in this chapter. THismaplan also foresees continuous training in
all relevant areas. A revised Trade Act prepariog the application of the common
commercial policy was adopted in July 2008. Croakgds to continue to cooperate and
coordinate closely with the Commission and to aligth the policies and positions of the EU
towards third countries and within internationag@misations, particularly thé&/orld Trade
Organisation

With regard to export insurance, Croatia has furtiigned its legislation with thacquisand
published rules on State aid for short-term expaaihs insurance. In relation ttual-use
goods Croatia continued to align to with the revisest bf dual-use items and technology.
Croatia simplified the procedure for issuance gd@kand import permits for dual-use goods,
strengthened provisions on the fight against tlliekports and started various training
activities in order to enhance administrative c#gadt needs to continue to work on the
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remaining adjustments and on further enhancingadsninistrative, control and reporting
capacity for dual-use goods. Overall, preparatisnshe area of the common commercial
policy are well on track.

In the area obilateral agreements with third countries Croatia actively participates in the
work of the Central European Free Trade Agreem@Ri~TA), which entered into force for
all signatory parties in November 2007. Croatians@a trade and cooperation agreement as
well as an investment agreement with Vietnam. @aoatso signed bilateral investment
agreements with Lithuania and Azerbaijan. Croatia dnalysed all its existing agreements, in
particular all investment and trade-related agregsim order to bring them, upon accession,
into conformity with theacquis Croatia will now need to continue implementing thction
plan as adopted to this effect. Preparations mdlea are well advanced.

Some progress can be reported development policy and humanitarian aid. A new
department responsible for developmental cooperatas established within the Ministry of
Foreign Affairs and European Integrations in NovemBOO7. Croatia currently does not
collect statistics on development and humanitaa@hin line with OECD/ODA standards,
however, progress has been made towards meetirggatheéard. Croatia will need to establish
the required legal framework in this area. Gengragtireparations in this area are well
advanced.

Conclusion

Croatia has made further progress in this chapt@vided Croatia continues preparations as
scheduled and improves its administrative capatithould be able to apply treequisand
participate in the common commercial policy uporession. Continued efforts are also
needed in the areas of development policy and hitangm aid.

4.31. Chapter 31: Foreign, security and defence policy

The regulamolitical dialogue between the EU and Croatia has continued to cfmrergn
policy issues. Concerning neighbourly relations with other enlamgnt countries and
member states, see the section 2.3 under Poltrdakia.)

ConcerningCommon Foreign and Security Policy (CFSR) Croatia has continued to
systematically align itself with EU common positsprdeclarations, and statements. With
regard to administrative capacity, further trainiagtivities have taken place in order to
develop future capacity to work with the EU CFSiacures. The post of "Political Director"
in the Ministry for Foreign Affairs and Europeantdgration remains to be formally
established.

In the area ofrestrictive measureslegislative alignment remains advanced. However, a
continued strengthening of interagency coordinaisarequired.

As regardsnon-proliferation the legislative framework for arms control is is@ctory.
However, there remains a need to further strengtingoiementation and enforcement
capacity as well as transparency of arms relatéornration. A comprehensive National
Strategy for the Control of Small Arms and Light &gens remains to be adopted.

With regard to theooperation with international organisation€roatia has, as a member of

the UN, OSCE and the Council of Europe, been fulylved in the policy making of these
organisations. Since January, Croatia has beem-g@&mnanent member of the UN Security
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Council. As regards the International Criminal Court, sedital criteria — Regional issues
and international obligations

There have been no particular developments withrce¢p security measuresr classified
information).

Croatia has remained committed to the developmitited=uropean Security and Defence
Policy (ESDP) including through further training and administvati capacity building.
Croatia has made further commitments to activelyigpate in civilian operations within the
ESDP in order to strengthen the EU’s crisis mana&ygroapacity, in particular in Kosoto
Croatia has continued to take part in internatigpedcekeeping efforts and has increased to
41 its personnel currently participating in nine acekeeping missions. Moreover, 200
Croatian armed forces personnel are deployed iha&ifgtan (ISAF).

Conclusion

Croatia has continued to make progress in thisteha@verall, Croatia has reached a good
level of alignment in the area of Foreign, Secuatyd Defence Policy. In order to be fully

prepared for accession, Croatia needs to strengpimglementation and enforcement of arms
control including transparency of arms-related iinfation, and to further improve capacity

for full implementation of CFSP-ESDP.

4.32. Chapter 32: Financial control
Good progress can be reported in the argablfic internal financial control (PIFC).

As regards the regulatory framework, in Novembe72the Croatian government adopted an
independent development strategy on PIFC for laca regional self-government units. A
Code of Ethics for Internal Auditors was approvedanuary 2008. Furthermore, the Internal
Auditors' Charter and the rulebooks on internalitaofdlbudget users and on public financial
management and control were updated in March 2008.1ly 2008 the new Budget Law was
adopted, removing inconsistency with provisionshef PIFC law. Furthermore, the financial
inspection was made compatible with the PIFC approaith the new Regulation on
Budgetary Control in July 2008.

As regards the institutional framework, the workdaresponsibilities of the Central
Harmonisation Unit (CHU) have been further streasdi and enhanced. However, the
capacity of the CHU and all budget users at cemindl local levels needs to be strengthened
and there is a need for more sustainable trainirgpngements that would allow the CHU to
better focus on PIFC methodology development ardrdmation.

There has been little progress in the areaxdérnal audit, a key element for the accession
negotiations in this chapter. Although the new t8fyr Plan for 2008-2012 was adopted in
December 2007 and the relevant work program fo828Meing implemented together with
continuous training for external auditors, the ciyaof the SAO to perform audit activities
needs to be enhanced, especially in the field ditiag of EU funds. Croatia also has to make
appropriate proposals on how to comply with thedneconsolidate the independence of the
SAO.

10 Under UN Security Council Resolution 1244
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Some progress has been mademtection of the EU's financial interests,a key element
for the accession negotiations in this chapterh@igh two regulations were adopted in
March 2008, including provisions on irregularitypogting on EU funds and on the scope of
the work of the Budget Supervision Sector withie tBtate Treasury of the Ministry of
Finance, acting as the AFCOS, the above-mentioegdl Iframework should be further
improved to cover the overall mechanism of the -fratid coordination system to be
established in the country. In this regard, an Améud Strategy together with a detailed
Action Plan covering the specific role and respbitises of all bodies involved in the system
is required. The administrative capacity of the AF& needs to be further enhanced,
especially with regard to coordinating procedurasrécovery of EU funds and their role in
SF management after accession. Public awarenesgidfaud issues should be raised, based
on establishment of an efficient system for fravevpntion, detection and follow-up.

Good progress can be reportedpratection of the euro against counterfeiting which is a
key element for the accession negotiations in ¢hegpter. In November 2007, the Croatian
National Bank adopted a decision on medals andn®legmilar to euro coins which lays
down the procedures for handling suspicious bamaand coins and for protection against
counterfeiting. It also signed cooperation agredmen prevention of counterfeiting of the
euro with the Ministry of the Interior, the Europe&entral Bank and the European
Commission (OLAF). In March 2008, the Croatian Na#ll Bank endorsed the Decision on
establishment of the National Counterfeit Centtee National Analysis Centre and the
National Coin Analysis Centre that will enter irftce on 1 March 2009. However, further
efforts are needed to ensure efficient implemeonatif the regulations and to strengthen the
capacity of the new centres.

Conclusion

Overall, some progress has been made by Croatitordies towards fulfilling their
obligations under this chapter. Continued efforesreeeded to establish a strong and adequate
PIFC system, covering the institutional framewohk. particular, improvements are still
needed in the legal basis for the functional indepace of the SAO and in anti-fraud
strategy. Moreover, the overall capacity of the CHitdl of all budget users at central and
local levels needs to be further enhanced.

4.33. Chapter 33: Financial and budgetary provisions

There has been some progress on this chapter.nibh®uthe coordination and management
of theown resourcessystem in the Ministry of Finance is gradually eleyping its capacity to
play the coordination role required of it from assien. The relevant institutions responsible
for the system of own resources have been defindda informal working group comprising
representatives of all key institutions has be¢abdished.

Although theacquisin this area does not require transposition, @Gaoaill need to build the
capacity of its coordination unit, further develomss-institutional cooperation and adopt
implementing rules so as to ensure from accesh®edrrect calculation, collection, payment
and control of own resources and reporting to theifk line with theacquis As regards
traditional own resources, A&B accounts and OWNRESrting need to be developed, a
system for sugar levies and for writing-off irreev&ble debts introduced and post clearance
control improved.
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The capacity to calculate the VAT base, especitly Weighted Average Rate, required
significant strengthening. The concrete tasks,amsipilities and relations of key institutions
in the own resources system require further strieamgl through the development and
implementation of working procedures, guidelined aranuals.

For the GNI resource, further implementation of B®A 95 concept is needed, together with
enhancing the exhaustiveness of national accomat&all calculations.

Croatia needs to continue its efforts in underlypadcy areas linked to the application of the
own resources system, in particular customs, temastatistics and financial control. This
includes setting up effective instruments to contstoms duty and VAT fraud so that the
financial interests of the EU can be protected.

Conclusion

There has been some progress in this chapter, Ipndtad development of a coordination
structure for own resources. Overall, Croatia le@xihed a good level of alignment with and
capacity to implement thecquis Administrative capacity of the coordination stiue needs
to be further built up and rules and proceduresnimiementing own resources put in place.
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STATISTICAL ANNEX

STATISTICAL DATA (as of 29 September 2008)

Croatia
Basic data Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Population (thousand) 4537e | 4527e [4498eb | 4439 | 4445e | 4443e | 4442e | 4444e | 4443e | 4441e
Total area of the country (km?) 1) | 56542 | 56542 | 5498e | 56542 | 56542 | 56594 | 56594 | 56 594 | 56 594 | 56 596
National accounts Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Gross domestic product (GDP) (million national currency) 2) | 137604 |141579 | 152519 | 165640 | 181 231 | 198 422 | 214 983 | 231 349 | 250 590 | 275 078
GDP (million euro) 2) | 19272 | 18677 | 19955 | 22138 | 24448 | 26216 | 28677 | 31263 | 34221 | 37497
GDP (euro per capita) 2) 4248e | 4125e 4437e 4987e | 5501le | 5901e | 6456e | 7035e | 7702e | 8443e
GDP (in Purchasing Power Standards (PPS) per capita) 7400e | 7400e | 8200e | 8600e | 9300e | 9800e |10 600e | 11 100e | 11 700e :
Sl: GDP (in PPS per capita, EU-25=100) 42.0e 40.0e 41.3e 41.8e 43.7e 45.6e 47.0e 47.9e 48.1e :
Sl: Growth rate of GDP (national currency, at constant prices, % change on previous year) 2) 25 -0.9 2.9 4.4 5.6 5.3 4.3 4.3 4.8 5.6
Sl: Employment growth (national accounts, % change on previous year) -3.0 -3.3 4.0 -5.4 4.2 0.6 : : : :
Labour productivity growth: GDP growth per person employed (% change on previous year) 5.8 2.6 -1.2 10.4 1.6 4.7
Sl: Unit labour cost growth (national accounts, % change on previous year) 0.9 4.2 -3.3 -5.3 1.5 2.4 : : :
Sl: Labour productivity (GDP in PPS per person employed, EU-25=100) 51.8e 52.1e 50.5e 55.3e 55.5e 57.5e 58.4 59.4e 59.1e
Gross value added by main sectors (%)
Agriculture 2) 9.4 9.6 8.8 9.0 8.7 7.0 7.5 7.3 7.1 6.8
Industry 2) 25.0 24.6 24.7 24.3 23.0 22.8 23.4 23.8 235 23.3
Construction 2) 6.6 5.3 4.6 4.9 5.3 6.3 6.6 6.5 6.8 6.8
Services 2) 59.0 60.4 61.9 61.8 63.1 63.9 62.5 62.4 62.6 63.0
Final consumption expenditure, as a share of GDP (%) 3) 85.5 85.4 84.9 82.1 81.9 79.7 78.3 77.4 76.1 75.9
Households and NPISH, as a share of GDP (%) 3) 60.1 58.9 60.1 60.1 60.4 58.8 57.9 56.9 56.0 55.8
General government, as a share of GDP (%) 3) 25.4 26.5 24.8 22.0 21.6 21.0 20.4 20.5 20.1 20.1
Gross fixed capital formation, as a share of GDP (%) 2) 23.3 23.3 21.8 22.3 24.3 28.6 28.1 28.1 29.9 30.0
Changes in inventories, as a share of GDP (%) 2) 0.7 -0.3 -1.6 1.6 4.8 2.5 2.5 2.9 2.9 2.8
Exports of goods and services, relative to GDP (%) 2) 39.6 40.9 47.1 48.4 45.3 47.1 47.5 47.1 47.9 47.7
Imports of goods and services, relative to GDP (%) 2) 49.2 49.3 52.3 54.5 56.4 57.9 56.4 55.5 56.8 56.3
Industry Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
[ Industrial production volume index (2000=100) 4) 99.8 98.3 100.0 106.0 111.8 116.3 120.6 126.7 132.4 139.8
Inflation rate Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
[ SI: Consumer price index (CPI), (total, % change on previous year) : 4.0 4.6 3.8 1.7 1.8 2.1 3.3 3.2 :
Balance of payments Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Balance of payments: current account total (million euro) : -1 429 -568 -821 -2099 | -1889 | -1434 | -1976 | -2696 | -3226
Balance of payments current account: trade balance (million euro) -3102 | -3492 | -4595 | -5958 | -6971 | -6724 | -7518 | -8344 | -9434
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Balance of payments current account: exports of goods (million euro) 4138 | 4977 5327 5296 5575 6 607 7220 8 464 9193
Balance of payments current account: imports of goods (million euro) 7240 | 8469 9923 11253 | 12546 | 13331 | 14738 | 16808 | 18626
Balance of payments current account: net services (million euro) 1545 | 2470 3303 3285 4933 4769 5318 5710 6 309
Balance of payments current account: net income (million euro) -465 -505 -628 -578 -1 095 -670 -959 -1170 -1144
Balance of payments current account: net current transfers (million euro) 594 959 1099 1152 1245 1192 1184 1107 1043
of which government transfers (million euro) -123 25 65 32 71 3 10 -9 -17
Foreign Direct Investment (FDI) in the reporting economy (million euro) 1363 | 1141 1467 1138 1762 950 1468 2745 3597
Public finance Note | 1998 | 1999 | 2000 2001 2002 2003 2004 2005 2006 2007
General government deficit/surplus, relative to GDP (%) 5) : -7.1 -7.5 -6.8 -4.9 -6.2 -4.8 -4.0 -3.0 -2.6
Sl: General government debt, relative to GDP (%) 33.0 40.1 41.3 39.8 40.4 42.2 44.0 40.9 38.1
Financial indicators Note | 1998 | 1999 | 2000 2001 2002 2003 2004 2005 2006 2007
Gross foreign debt of the whole economy, relative to GDP (%) 47.6 54.5 61.4 61.4 61.9 75.8 80.0 82.4 85.5 87.8
Gross foreign debt of the whole economy, relative to total exports (%) 119.4 | 133.0 | 130.2 125.9 136.1 151.3 161.0 168.6 172.2 179.2
Money supply: M1 (banknotes, coins, overnight deposits, million euro) 1846 | 1805 | 2373 3216 4148 4432 4 505 5263 6 606 7901
Money supply: M2 (M1 plus deposits with maturity up to two years, million euro) ; : : : : : : : : :
Money supply: M3 (M2 plus marketable instruments, million euro) : : : : : : : : : :
Total credit by monetary financial institutions to residents (consolidated) (million euro) 9131 | 8587 | 9483 | 11891 | 15119 | 16526 | 18417 | 22836 | 27 274 | 30863
Interest rates: day-to-day money rate, per annum (%) 10.3 9.3 6.9 3.0 1.3 4.3 5.9 3.4 2.4 5.6
Lending interest rate (one year), per annum (%) 20.1 20.9 20.6 19.5 16.5 15.0 14.4 13.1 12.1 12.1
Deposit interest rate (one year), per annum (%) 9.6 9.5 8.2 6.6 5.4 3.8 3.8 3.9 4.0 4.2
euro exchange rates: average of period - 1 euro = ... national currency 6) 7.140 | 7.580 | 7.643 7.482 7.413 7.569 7.497 7.401 7.325 :
Effective exchange rate index (2000=100) ; 95.4 100.0 98.7 96.5 93.7 90.4 89.2 : ;
Value of reserve assets (including gold) (million euro) 2400 | 3013 | 3783 5334 5651 6 554 6 436 7438 8725 9 307
External trade Note | 1998 | 1999 | 2000 2001 2002 2003 2004 2005 2006 2007
Trade balance: all goods, all partners (million euro) : : : : -6 139 -7 071 -6 901 -7 880 -8 853 -9 832
Value of exports: all goods, all partners (million euro) : 5188 5439 6 454 7 069 8 252 8 855
Value of imports: all goods, all partners (million euro) : 11327 | 12510 | 13354 | 14950 | 17105 | 18686
Terms of trade (export price index / import price index) 7) -4.0 3.6 0.4 11.3 -15.3 8.2 4.2
Share of exports to EU-27 countries in value of total exports (%) : 66.1 68.3 65.8 63.3 64.3 60.9
Share of imports from EU-27 countries in value of total imports (%) 71.9 73.3 71.0 67.9 67.2 64.8
Demography Note | 1998 | 1999 | 2000 2001 2002 2003 2004 2005 2006 2007
Natural growth rate: natural change (births minus deaths) (per 1000 inhabitants) -1.2 -1.5 -1.5 -1.9 -2.4 -2.9 -2.1 -2.1 -2.0 -2.4
Net migration rate: immigrants minus emigrants (per 1000 inhabitants) 8) 9.8 4.1 5.3 3.8 1.9 2.7 2.6 1.9 1.6 1.3
Infant mortality rate: deaths of children under one year of age per 1000 live births 8.2 7.7 7.4 7.7 7.0 6.3 6.1 5.7 5.2 5.6
Life expectancy at birth: male (years) : : 70.5 71.1 71.2 71.4 72.0 71.8 72.5 72.3
Life expectancy at birth: female (years) 77.8 78.1 78.3 78.4 79.0 78.8 79.3 79.2
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Labour market Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Economic activity rate (15-64): share of population aged 15-64 that is economically active (%) 9) 62.8 62.6 62.2 62.2 62.9b 62.4 63.7 63.3 62.6 63.2
Sl: Employment rate (15-64): share of population aged 15-64 that is in employment (%) 9) 55.3 53.2 51.3 51.8 53.4b 53.4 54.7 55.0 55.6 57.1
Share of male population aged 15-64 that is in employment (%) 9) 61.7 59.0 57.4 59.0 60.5b 60.3 61.8 61.7 62.0 64.4
Share of female population aged 15-64 that is in employment (%) 9) 49.4 47.8 45.5 44.9 46.7b 46.7 47.8 48.6 49.4 50.0
SI: Employment rate of older workers (55-64): share of population aged 55-64 that is in 9) 25.6 25.9 24.9 237 24.8b 28.4 30.1 326 343 35.8
employment (%)
Employment by main sectors (%)
Agriculture 9) 16.5 16.7 11.7 15.6 15.5b 16.9 17.0 17.3 14.2 13.0
Industry 9 23.5 23.9 22.7 23.1 22.6b 22.1 21.4 20.5 20.9 21.8
Construction 9) 6.7 6.6 5.9 6.3 7.2b 8.1 8.2 8.2 8.4 8.8
Services 9 53.2 52.8 59.6b 55.0 54.6b 52.8 53.2 54.0 56.3 56.4
Sl: Unemployment rate: share of labour force that is unemployed (%) 9) 11.7 14.5 17.0 16.3 14.7b 14.1 13.6 12.6 11.1 9.6
Share of male labour force that is unemployed (%) 9) 10.6 13.5 15.9 14.4 13.2b 12.8 12.0 11.6 9.8 8.4
Share of female labour force that is unemployed (%) 9) 12.9 15.7 18.2 18.7 16.5b 15.6 15.6 13.8 12.7 11.2
g/r;)employment rate of persons < 25 years: share of labour force aged <25 that is unemployed 9) 31.0 39.2 431 4.7 34.4 35.8 33.8 32.0 28.8 24.0b
Sl: Long-term unemployment rate: share of labour force that is long-term unemployed (%) 10) 5.4 7.3 9.1 10.1 8.9b 8.4 7.3 7.4 6.7 5.9
Social cohesion Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Average nominal monthly wages and salaries (national currency) 11) | 4131.0 | 4551.0 | 4869.0 | 5061.0 | 5366.0 | 5623.0 | 5985.0b | 6 248.0 | 6 634.0 | 7 047.0
I(rzlggég:f[cr]g?l wages and salaries (index of nominal wages and salaries divided by the CPI) 11) 924 08.4 100.0 99.2 103.2 106.1 112.2b 113.4 116.6 1204
Sl: Early school-lgavers: share of popul_atlon aggd 18-24 he_lvmg not completed upper 9) 8.3 8.4 6.2 4.8 51 3.9b
secondary education and not currently in education or training (%)
Standard of living Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Number of passenger cars per 1000 population 222.2 2335 254.1 269.3 280.2 291.3 301.3 311.7 323.4 336.1
Number of subscriptions to cellular mobile telephone services per 1000 population 39.3 79.3 251.2 389.9 520.9 571.4 638.7 821.7 989.9 | 1135.0
Infrastructure Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Density of railway network (lines in operation, per 1000 km2) 47.8 47.8 47.8 47.8 47.8 47.7 47.7 47.7 47.7 47.7
Length of motorways (thousand km) 0.3 0.4 0.4 0.4 0.5 0.6 0.7 0.8 0.9 1.0
Innovation and research Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Sl: Spending on human resources (public expenditure on education) relative to GDP (%) : 4.2 4.5 4.2 4.3 4.5 : : : :
Sl: Gross domestic expenditure on research & development, relative to GDP (%) 1.0 1.2 1.1 1.1 1.1 1.2 1.0 0.9
Sl: Percentage of households who have Internet access at home (%) : : : : : : : :
Environment Note | 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Sl: Total greenhouse gases emissions, CO2 equivalent (tons, 1990=100) 78.1 81.3 81.2 84.9 88.7 93.8 94.6 : : :
Sl: Energy intensity of the economy (kg of oil equivalent per 1000 euro GDP 2004) 346.0 345.8 330.1 321.9 330.3 321.1 308.3 297.6 285.9
Sl: Share of renewable energy in electricity consumption (%) 38.3 45.1 40.0 42.7 33.9 29.4 41.0 58.1 60.5
Sl: Road freight transport as a share of total inland freight transport (modal split of freight 759 76.4 76.2 76.6 76.0 748 74.0
transport) (%)
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Energy Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Primary production of all energy products (thousand TOE) 3983 3570 3562 3730 3689 3727 3852 3781 4128 :

Primary production of crude oil (thousand TOE) 1825 1394 1328 1232 1200 1138 1079 1017 985

Primary production of hard coal and lignite (thousand TOE) 31 9 0 0 0 0 0 0 0

Primary production of natural gas (thousand TOE) 1282 1267 1355 1642 1732 1789 1796 1854 2204
Net imports of all energy products (thousand TOE) 3991 4427 4174 4166 4967 4985 5090 5234 4 866
Gross inland energy consumption (thousand TOE) 8 037 7 959 7819 7 959 8 624 8 828 8 842 8 902 8948 :
Electricity generation (thousand GWh) 10.9 12.2 10.7 12.2 12.3 12.7 13.3 13.1 13.0 12.5
Agriculture Note 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007
Qg;rc:ulltouorftl production volume index of goods and services (producer prices, previous 110.1 08.8 88.7 108.5 107.7 84.1 1119 91.3 104.4 96.0
Total utilised agricultural area (thousand hectare) 12) 1169 1178 1181 1200 1201 1185b 1169 1201
Livestock: cattle (thousand heads, end of period) 443 438 427 438 417 444 466 471 483 467
Livestock: pigs (thousand heads, end of period) 1166 1362 1234 1234 1286 1347 1489 1205 1488 1348
Livestock: sheep and goats (thousand heads, end of period) 510 567 608 632 677 673 848b 931 783 738
Production and utilisation of milk on the farm (total whole milk, thousand tonnes) 653 641 626 674 716 686 708 813 870 883
Crop production: cereals (including rice) (thousand tonnes, harvested production) 3209 2881 2312 2829 3080 2014 3067 3039 3034 2534
Crop production: sugar beet (thousand tonnes, harvested production) 1233 1114 482 965 1183 678 1260 1338 1560 1583
Crop production: vegetables (thousand tonnes, harvested production) : : 196 208 218 154 150 286 304 281

Sl:Structural Indicator

e: estimate
f: forecast
p: provisional
b: break in serie
1. Land area.
2. For 2005-2007, data is based on quarterly values.
3. For 2005-2007, data is based on quartely valuetSINFs not included.
4. Gross series; include NACE Sections C to E.
5. GFS 1986 basis. Privatisation revenues are excladédeclassified to the financing of the balance.
6. 1999-2006, source: Eurostat.
7. Calculated on the basis of exports and import \sa&xpressed in US dollars; break in series in 200dnge in methodology as of 1 January 2004.
8.
9. For 1998-2001, data refer to the second half of/&e; in 2007, data refer to the annual averagpiaftely data.
10. For 1998-2001, data refer to the second half of/&@ and long-term unemployment refers to thirt@enths or more; in 2007, data refer to the thirdregr.
11.
police and defense-related activities are included.
12. Since 2005, data is obtained by using the interviethod based on a selected sample.
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Total number of migrants includes Croatian citizand permanently resident foreigners who reportedfiorted their place of permanent residence ifRéqaublic of Croatia at the Ministry of Interior.

For the period 1998-2003, the persons employedsifts; trades and as free-lances, as well as ipdhiee and defense-related activities are excluftedh 2004 onwards the number of persons emplayehe
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